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GiRL: Shucks, there’s no magic about that. Anyone can use one sheet of this 
carbon paper up to 60 times! 


MAGICIAN: But don’t the copies get blurred, and hard to read? 


GIRL: Not at all! You see, I’m using Roytype’s Park Avenue carbon paper, made 
by the Royal Typewriter Company. And one sheet of Park Avenue can be 
used up to 6O times, cleanly and clearly! This test copy proves it... 





This is the 60th copy made with the same sheet 
of Roytype Park Avenue Carbon Paper, a product 
of the Royal Typewriter Company. This same 


sheet of carbon paper has been used 59 times 
before{ The test was made by the United States 


Testing Company, Inc., one of America's largest 
independent testing laboratories. See what a 
clear, legible copy this 80th one is} 









Laboratory test No. 36351-NY, issued March 19, 1943 


MAGICIAN: / still think it’s magic! This lool:s almost like it was made from a fresh sheet 
of carbon paper! How do they do it? 


GIRL: The Royal salesman told me it’s because Park Avenue is “deep-inked”’ by 
a special process that soaks the ink right down into the paper. And then, 
Park Avenue has an extension edge that lets you reverse the sheet, top to 
bottom, so all areas of the paper can be used. 


MAGICIAN: I sce. No trick at all . . . just common sense! No wonder you can get so many 
more copies from each sheet of Park Avenue! 
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Complete line of carbon papers 


HERE ARE MANY different carbon 
oa. in the Roytype* line, made by 
the Royal Typewriter Company. One of 
these .. . it may be Park Avenue, or it 
may be another . . . will exactly fit your 
needs, depending on the particular type 
of work done in your office. Your local 
Royal Typewriter Representative will 
gladly show you the whole price range of 
Roytype carbon papers and help you 
choose the weight, finish, and quality 
best suited to your requirements. 





a E 
ROYTYPE 
Carbon Papers and Ribbons 
made by the 


ROYAL 








TYPEWRITER COMPANY 
\ 2 





*Trade-Mark Registered U. S. Pat. Off., 
Copyright 1943, Royal Typewriter Company, Inc. 
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Trade Mark Reg. U.S. Pat. Off. 






“DITTO HELPED US 

SET NEW RECORDS 
IN GLIDER 

PRODUCTION” 


GIBSON REFRIGERATOR COMPANY 







In great plants everywhere, geared to war 
production, where the “impossible” is a 
daily accomplishment—there you'll find 
Ditto Business Systems contributing to 
speed and error-proof accuracy . . . to 
smoother operation... to greater efficiency 
and the important savings of vital time! 

Indeed, every ship to slide down the 
ways of America’s largest shipyards... 
every combat plane; every tank, bomb, 
glider and other war-tool manufactured 
today in the United States is speeded to the 
front faster with the accurate aid of Ditto! 


Ditto One-Typing Systems can carry the 
load in every phase of your operation— 
Production—Purchasing—Order-Billing. 
Extra hours added—and accuracy assured! 
Write today for free samples showing how 
Ditto One-Typing Business Systems work! 


PRODUCTION —Save up to 36 hours getting orders into shop! 
PAYROLL—Obtain all records from one single writing! 
PURCHASING—Get raw materials into your plant 10 days faster! 
ORDER-BILLING—Eliminate 90 per cent of all typing! 





DITTO, Ine., 620 SO. OAKLEY BLVD., CHICAGO 12, ILL. e Manufacturers of Business Machines and Supplies 
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TO CANDIDATES 


for the 


C. P. A. EXAMINATION 





I. A. S. offers to qualified 


accountants a C. P. A. 
Coaching Course which 
has produced outstanding 
results. The enrollment 
fee is $42. For full partic- 


ulars address a letter to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE, CHICAGO, ILLINOIS 
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DATES AHEAD 


“Today's and Tomorrow’s 


Controllership Problems” 


TWELFTH ANNUAL 
MEETING 


September 19, 20, 21, 22, 
Hotel Waldorf-Astoria 
New York 


1943 


MEETING DATES OF 
CONTROLS 


September 


7—Buffalo 
8—Baltimore, Los An- 


| September 


September 


geles 
September 9—Dayton, Hartford 


September 13—Kansas City, Chat- 
tanooga 


September 14—Cincinnati, Cleve- 
land, Milwaukee, Twin Cities 


September 16—San Francisco 


September 21—Springfield, Syra- 


cuse 
September 22—Indianapolis 
September 27—Pittsburgh, St. Louis 


September 28—Boston, Chicago, 
Detroit, District of Columbia, 
Houston 


| September 29—Louisville, Roches- 


| ter 
October 
| October 5—Buffalo, Twin Cities 
October 6—Bridgeport 
October 7—Philadelphia 


October 11—Kansas City 


October 12—Chattanooga, Cincin- 
nati, Cleveland, Milwaukee 


October 13—Baltimore 

October 14—Dayton, Hartford 
October 19—Springfield, Syracuse 
| October 20—Indianapolis 


October 21—Los Angeles, New 
York City, San Francisco 


October 25—Pittsburgh, St. Louis 


October 26—Boston, Chicago, De- 
troit, District of Columbia, Hous- 
ton 


| October 27—Louisville, Rochester 


Nore: These are scheduled dates. Some 
| changes may be made. 
1 
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Ldttortal Comment 


In a Spirit of Helpfulness 


ONTROLLERS will assemble in their coming 

twelfth annual meeting “in a spirit of helpful- 
ness.” A message in the advance program of the meet- 
ing puts it succinctly and convincingly. It is headed, 
“After Twenty Months”: 

“Twenty months of wartime trials have tested the 
mettle of American business. It is coming through with 
flying colors. It has not been found wanting. 

“The tribulations of those who are guiding these 
enterprises, large and small, and of all the devoted 
men, including controllers, who are assisting those 
leaders, are all but beyond description. 

“It is in a spirit of helpfulness that controllers plan 
to assemble in their annual meeting under these un- 
precedented conditions, for the purpose of preparing 
themselves for still greater service in the months ahead, 
during which thinking men foresee conditions which 
will call for even more courage, skill, stamina and de- 
votion than have yet been called into play. 

“Weeks of planning have gone into the preparation 
of the program. It should be helpful. It is presented 
with the conviction that it will aid controllers and other 
officers of their companies as they fight through the war 
months, and possibly years, ahead and through the 
troublous period that will follow, when an entirely 
different type of problems must be solved if the Amer- 
ican economy, as this and former generations have 
known it, is to survive. 

“Controllership can and is proving itself in this war, 
under the stimulation and with the aid of such assem- 
blages as the one presented here.” 

Little need be added to this message to convey to 
controllers the importance of absorbing the informa- 
tion and stimulating impetus which will be afforded 
by the sessions running through three days, beginning 
September 20. 


Army's Termination Accounting Manual Appears 


HE Army’s Termination Accounting Manual made 

its appearance in August, a document of a mere 
42 pages. Its official title is “War Department Termi- 
nation Accounting Manual for Fixed-Price Supply 
Contracts.” 


380 


The document has been in preparation for months. 
It is to the credit of the Army Service Forces that, in 
determining on the procedures to be prescribed, the 
Army’s representatives conferred at length with ac- 
counting authorities, especially with controllers. The 
manual deals with matters of supreme importance to 
business. The size and terms of the settlements to be 
made with contractors, who constitute a large seg- 
ment of American industry, will have a vital bearing 
on the future of our economy. Contracts are being 
terminated in considerable volume, and have been for 
months. When the war is won, terminations of con- 
tracts may be expected in terms of billions of dollars. 
Fair and prompt handling of claims will permit hun- 
dreds of companies to continue in business and to pro- 
vide jobs for workers. One-sided settlements, and de- 
lays, might conceivably put many concerns out of busi- 
ness. 

It is not surprising therefore that executives of thou- 
sands of companies, large and small, have been watch- 
ing this situation closely, and that controllers have 
been called on to point out the pitfalls which might 
cause disaster to their companies. It is largely a matter 
of accounting judgment, of proper keeping of rec- 
ords, of intelligent interpretation of contracts, of main- 
tenance of fool-proof cost records, and of prompt 
recognition by the government’s representatives of al- 
lowable items of expense. 

It is not a small job. It is, on the contrary, a stu- 
pendous undertaking, involving billions of dollars— 
and an endless amount of red tape. No attempt will be 
made here to appraise or pass judgment upon the 
manual which has just made its appearance. That will 
be done in the annual meeting of controllers which 
will take place this month, by men who have devoted 
months of study to the problems involved. It may be 
said here, however, that many of the provisions of the 
manual embody matters which did not appear to con- 
trollers to be too burdensome, as government rules 
go, and that many suggestions made by controllers, 
through a committee of The Controllers Institute of 
America, were adopted, in part if not in full. 

Here is a field which calls for the utmost in skill, 
knowledge, and common sense on the part of control- 
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lers, during the years ahead, in providing figure facts 
and convincing presentations on behalf of their com- 
anies. 

The Controllers Institute of America is making ef- 
forts to obtain from the Government Printing Office a 
sufficient quantity of these manuals to make them 
available to its membership. They will need them. 


The September Tax Declaration, or Return 


MPLOYEES will need information from their em- 

ployers as to the exact amount of wages or other 
compensation they have received from January 1 to 
August 31, 1943, in order to make up their Declara- 
tions of Estimated Tax, which must be filed on or be- 
fore September 15, together with additional cash pay- 
ments, in many instances. Employees also must have 
exact figures as to the amounts of Victory and Income 
taxes that have been withheld from their wages during 
the same period. It will be incumbent upon controllers 
to provide these figures, or at least to confirm them if 
employees request it. 

Controllers are preparing to meet this new respon- 
sibility. One of the principal tasks in this connection 
will be one of educating and instructing employees as 
to what the law requires, as few employees will be 
acquainted with the provisions of the law. Many of 
them do not know that they must file special tax re- 
turns and pay more taxes than are being withheld from 
their pay. They must be advised as to what exemptions 
and deductions are allowed, what Victory Tax credits 
they can take, and generally how the “skipping” of 
taxes now operates. 

The handling of these matters by employers is a re- 
sponsibility which was thrust upon them by the Gov- 
ermment. Besides becoming tax collectors, employers 
also become tax consultants in a larger measure than 
ever, for their employees. No great difficulty is antici- 
pated by companies which enjoy competent controller- 
ship service. As usual, the smaller companies will prob- 
ably be the ones which will find these responsibilities 
burdensome. 


Jousting at Waste and Inefficiency 
HOUSANDS of copies of “The Road Back to 
Representative Government,” an article by United 
States Senator Harry F. Byrd which appeared first in 


the New York “World-Telegram,” are being distrib- 
uted. The article was reprinted in pamphlet form by 
the Tax Foundation (30 Rockefeller Plaza, New York 
City) which are being sold at one-half cent a copy, in 
quantities of 1,000. 

Senator Byrd states that since July, 1939, more than 
two years before Pearl Harbor, the Federal Govern- 
ment has increased the number of its new employees 
almost 50 per cent. every six months, and this despite 
repeated recommendations to the contrary from Con- 
gress. He adds: “These representatives of accumulated 
executive power have now set up shop in every state 
and in every nook and corner of the country. .... 
This bureaucracy is not elected by the people. It is 
not responsible to the people. It does not answer for 
its acts at the polls. Yet it wastes the people’s money, 
flouts the will of the people’s elected representatives 
and—down to the last crossroads, village and farm— 
is extending its power over the people’s lives.” 

He refers to the OPA’s regulations to date, which he 
says fill five fat volumes and take 11,000,000 words. 
These figures will not be surprising to controllers, as a 
large proportion of this volume of verbiage has been 
of necessity read and digested by controllers and their 
assistants. Senator Byrd closes by saying that a return 
to representative, responsible government can remedy 
this situation. He does not describe how this hoped-for 
return to representative government is to be brought 
about. He does, however, keep everlastingly jousting 
against unnecessary federal employment and at waste 
and inefficiency. Here he speaks controllership lan- 
guage. In a time of manpower shortage, one of the 
principal concerns of business—and of controllers in 
their own departments—he puts his finger on one move 
which could be most helpful to both government and 
business. 


Limitation Order Amended 


or along comes an amended General Limitation 
Order L-219—amended July 10, 1943. It deals 
with consumers’ goods inventories. It describes a “con- 
trolled merchant,” for instance, among its added fea- 
tures, and tells when a “controlled merchant” may 
cease to be such. There are several columns of under- 
lined (new, or changed) matter. Never a dull mo- 
ment! 





September 19-22, 1943 ° 
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Effect of New Regulations on 
Corporation Pension Trusts 


On July 9, 1943, there appeared in the 
Federal Register of the United States the 
Regulations promulgated by the Treasury 
Department with reference to sections 165 
and 23(p) of the Internal Revenue Code, 
dealing with pension and profit-sharing 
plans. 

With the exception of a few significant 
gaps, these Regulations constitute a com- 
prehensive body of rules governing the tax 
consequences of employees’ plans. This 
article will not endeavor to review the 
entire subject of pension plans nor to ex- 
press in detail the provisions of the Reg- 
ulations. It will review the most sig- 
nificant aspects of the Regulations as they 
concern the larger corporation. 

There has been a great deal of con- 
fusion in understanding the Act of Con- 
gress dealing with employee retirement 
plans and the regulations promulgated 
under this Act. This confusion is en- 
tirely unnecessary and is ascribable to two 
causes, namely, a failure to understand 
the terms employed in the Act and the 
Regulations and a disregard for their 
historical background. Once terms are 
properly defined and history properly re- 
viewed, not only is it possible to under- 
stand the Act and the Regulations easily, 
but also future interpretation of them 
may be predicted with reasonable accu- 
racy. 

DEFINITIONS 


The Internal Revenue Code will be re- 
ferred to herein as the “Code.” Section ref- 
erences will be to sections of that Code un- 
less otherwise indicated. 

“Commissioner” means the Commissioner 
of In:ernal Revenue. 

“Bureau” means the Bureau of Internal 
Revenue. 

“Stabilization Act” will refer to the Price 
Control Act of October 2, 1942, freezing 
salaries and wages, the orders of the Director 
of Econemic Stabilization thereunder, and 
the Regulations of the Salary Stabilization 
Unit of the Treasury Department and the 
War Labor Board respectively. 

“(A) Plan” refers to an employees’ benefit 
plan qualifying under section 165(a)(3)(A) 
of the Code, that is, benefiting 70% or more 
of all employees with an 80% qualification 
of such 70%, and with a permissible exclu- 
sion of those employed for a minimum pe- 
riod not exceeding five years or temporary 
employees employed customarily not more 


By Gustave Simons 


than twenty hours a week or not more than 
five months in a calendar year. 

“(B) Plan” refers to any other plan quali- 
fying or seeking to qualify as having a clas- 
sification found by the Commissioner of In- 
ternal Revenue not to be discriminatory. 

A “Social Security Plan’ means a (B) Plan 
which either excludes those employees re- 
ceiving compensation of $3,000 or less per 
annum or which otherwise affords propor- 
tionately smaller benefits for lower salaried 
individuals upon the theory that such em- 
ployees receive benefits under the Social Se- 
curity Act which the Plan in question is in- 
tended to supplement. 

A “section 5 classification” means a classi- 
fication explicitly stated to be non-discrimi- 
natory under section 165(a)(5) of the Code, 
namely, a Social Security Plan (as limited by 
the Regulations), or one restricted to salaried 
or clerical employees, or one where contribu- 
tions or benefits bear a uniform relationship 
to compensation. 

“Salary” means a fixed stipend payable by 
the week, month, or year, regardless of the 
exact amount of service or time employed on 
the job. 

“Wages” means remuneration paid by the 
hour or based on piece work. 

“Employee” means one engaged in the 
service of and remunerated by the taxpayer. 
It may include retired employees and those 
on temporary leave or military service if the 
employer so elects. Members of a partner- 
ship are employers and not employees and, 
therefore, may not be the beneficiaries of a 
plan. 

“Top employees” means employees who 
are officers, shareholders, or persons whose 
principal duties consist in supervising the 
work of other employees, or highly com- 
pensated employees. 

“Year” means the taxable year of the cor- 
poration, whether fiscal or calendar. 

“Beneficiary” means the next of kin of an 
employee or the natural objects of his bounty 
(that is, those taking in the event of his de- 
cease without a Will) or those designated by 
the employee to receive benefits in the event 
of his death. 


“Qualified Plan” means one complying with 
the provisions of section 165(a) under which 
an employee is exempted from taxation pur- 
suant to the provisions of section 165(b), 

“Self-administered Trust” means a trust 
where the trustee administers the investments 
and distributes retirement benefits out of ac. 
cumulated principal and current earnings, 

“Insured Plan” means one whereby the em- 
ployee receives his benefits through the ac- 
quisition by a trustee on his behalf of con. 
tracts issued by insurance companies or like 
organizations providing for the payment of 
annuities with or without life insurance fea- 
tures, or one where the employer directly 
acquires annuities for the employee without 
the interposition of a trustee. 

“Funding a Plan” means the accumulation 
of principal and interest sufficient to furnish 
the benefits provided under the plan or the 
acquisition of a fully paid insurance or an- 
nuity policy whereunder an insurance com- 
pany or like organization undertakes to pay 
the benefits provided by the plan. 

“Necessary Cost” means the cost of fund- 
ing a plan on a sound actuarial basis. 

“Pension Plan” means a plan chiefly in- 
tended to furnish benefits upon retirement 
with the employer’s contributions computed 
in accordance with the provisions of section 
23(p)(1)(A) or (B). Strictly speaking, a 
pension plan will not provide death benefits, 
but for purposes of convenience this article 
will include under this designation plans 
whereunder the beneficiaries of a deceased 
employee receive either the deposits made 
on his behalf with accumulated interest or 
life insurance benefits. 

“Profit-sharing Plan” means one whereun- 
der the employee receives benefits either at 
retirement or at some other time which are 
not computated on an actuarial basis but 
where the contributions may vary in accord- 
ance with the earnings of the corporation ot 
some other non-actuarial basis, pursuant to 
the provisions of section 23(p)(1)(C). 

“Life Insurance Element” means benefits 
provided under an Insured Plan in the event 
of the decease of an employee prior to fe- 
tirement over and above the amount of con- 








“FACTS VS. FANCIES | 


This article on the current pension plan situation clears many 
points of confusion. Mr. Simons, a member of the New York law firm 
of Simons and Greeley, is the author of numerous articles, in a num- 
| ber of publications, on employees’ welfare plans and trusts and re- 
| lated excess profits tax problems. He has addressed tax, insurance, 
accounting, and trade associations on these subjects, and previously 
appeared in “The Controller,” in April, 1943, with an article on “‘Re- 
lief from Excess Profits Taxes through the Controller.” 


—THE EDITOR 
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tributions theretofore made and accumulated 
interest. The measurement of the life insur- 
ance element and its treatment under the 
Stabilization Act are important considerations 
subsequently discussed. 

“50% Rule” means the provision of sec- 
tion 23(p)(1)(A) (ii) that where the re- 
maining unfunded cost of a plan with respect 
to any three individuals is more than 50% of 
the total unfunded cost, the unfunded cost 
for the three individuals in question must be 
distributed over at least five years; that is to 
say, the contributions must be spread over at 
least five years for each of the said three in- 


dividuals. 

“Legislative Regulation” means one where 
the Act of Congress expressly vests the Com- 
missioner with discretion; for example, the 
qualification of (B) Plans. Such a regulation 
will be disturbed by the courts only in the 
event of manifest abuse. 

“Interpretive Regulations” means all other 
regulations of the Commissioner. Such reg- 
ulations must be reasonably in accordance 
with the letter and spirit of the Act of Con- 


gress. i 5 

“Vesting” means the fixing of rights in 
favor of an employee not subject to for- 
feiture in the event of termination of em- 


ployment. 


HisTORY OF THE ACT AND REGULATIONS 


Section 162 of the Revenue Act of 
1942 was the result of a partially success- 
ful drive by the Treasury to secure legisla- 
tion which the Treasury believed would 
remove abuses that had developed in the 
administration of employees’ benefit 
plans. These abuses fell into two chief 
categories: First, the diversion of plans 
from the exclusive benefit of employees 
into channels wherein such plans became 
devices for disguised dividends to stock- 
holders or disguised improper reserves 
for corporations, and, secondly, the im- 
proper timing of plans whereunder large 
sums could be contributed in years of ex- 
cessive profits as mere tax evasions with- 
out regard to the soundness of the plan 
from the point of view of the employee 
or the government. 

The original proposal of the Treasury 
to Congress contained three chief impor- 
tant points which were only partially ac- 
cepted by Congress. These were: 


(a) A suggestion that only (A) Plans 
be permitted to qualify; 

(b) A suggestion that contributions be 
limited to 5 per cent. of compensation ; 

(c) A requirement for full and imme- 
diate vesting. 

Extended hearings were held before the 
Ways and Means Committee of the House 
of Representatives and the Finance Com- 
mittee of the Senate. Persons from all 
walks of life testified—telephone _lines- 
men, union representatives, industrial re- 
lations counselors, pension planners, tax 


experts, imsurance company representa- 
tives, and corporate executives. A par- 
ticularly intelligent contribution was the 
statement of a member of the Control- 
lers Institute of America, Mr. Stanley W. 
Duhig, who contributed excellent reason- 
ing on the proposed 5 per cent. limitation. 

The Regulations will be discussed in 
the light of the three proposals of the 
Treasury on which it met partial defeat 
at the hands of Congress. 

Some persons expected the Treasury in 
its Regulations to endeavor to override the 
expressed will of Congress in order to 
achieve its purposes. Senator Taft has 
charged publicly that this was done in the 
case of the Regulations dealing with So- 
cial Security Plans. Nevertheless it is the 
author’s opinion that, generally speaking, 
this is not the case and that the Regula- 
tions on the whole are a fair body of rules 
interpreting and giving effect to the policy 
adopted by Congress, although there are 
some gaps where final judgment will have 
to await actual administration of the 
Regulations and although the Treasury 
naturally has given particular emphasis in 
the directions of its own fundamental 
policy. 


THE QUALIFIED PLAN 


The most significant feature of the 
Regulations is their failure to furnish a 
detailed definition of ‘“‘discrimination,” 
other than the provision for integrating 
Social Security Plans. Equally significant, 
however, is the emphasis on continuity 
of plans and the practical administration 
of trusts after their qualification upon in- 
ception. The Treasury makes it very clear 
that scrutiny will not terminate with orig- 
inal qualification but that trusts will be 
reviewed annually in their most important 
aspects. 

The Treasury, quite properly, seems de- 
termined to defeat the more subtle means 
of discrimination and improper diversion, 
by its Regulations, offering little beyond 
the words of the statute itself on the 
more obvious methods. For example, at 
the very outset it is provided that a quali- 
fied plan must be set down in writing 
and must be communicated to employees. 
The author has found that in the practical 
administration of plans secrecy is as often 
a means of evasion as are the more obvi- 
ous means of discrimination. 

It is further provided that a plan must 
be permanent. That does not indicate that 
discontinuance will not be permitted, but 
the Commissioner will have to be notified 
of the discontinuance of the plan and the 
circumstances of discontinuance will be 
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reviewed. If the plan has been discon- 
tinued for reasons other than business ne- 
cessity, this will be taken as evidence of 
bad faith and the Treasury will attack the 
entire plan on the basis that it was not 
executed for the exclusive benefit of em- 
ployees; especially if the plan is discon- 
tinued immediately after the funding of 
top employee benefits. Congress is in gen- 
eral sympathy with this program, as evi- 
denced by the 50 per cent. rule excluding 
too rapid a funding of a plan where top 
employees were at the point of retirement. 
The old idea of paying out large sums of 
money in excess profits years for the re- 
tirement of a few favored employees and 
then dropping a plan will no longer be 
countenanced. This emphasizes the fact 
that the 50 per cent. rule is one intended 
to avoid discrimination in time rather than 
in amount. There is nothing in the Regu- 
lations, for example, stating that a plan 
wherein more than 50 per cent. of the 
contributions are for top employees will 
not be countenanced. Under the expres- 
sions that we have already received from 
Congress and the Treasury, such plans 
will be considered chiefly with respect to 
timing. 

However, it may be expected that in 
practical administration much attention 
will be given by the Commissioner to the 
proportion of contributions attributable 
to top employees. This is indicated by the 
requirement that an employer must file 
annually a tabulation in columnar form 
for the twenty-five highest paid em- 
ployees, showing stockholdings, duties, 
length of service, contributions made, 
other compensation, benefits, and method 
of funding. On this score much will de- 
pend on the type of plan. An (A) Plan 
may well be sustained by the Tax Court 
if not by the Treasury even if major bene- 
fits are for top employees, provided that 
all share proportionately to compensation. 
In the Phillips H. Lord case (1 T.C. 286) 
the chief stockholder received the benefit 
of contributions in the amount of $9,750 
out of an annual deposit of $14,769. All 
employees shared and all shared propor- 
tionately. The Treasury refused to ap- 
prove the plan but the Tax Court sus- 
tained it. Although this was under the old 
law, its principle seems applicable today. 

When an (A) Plan now comes up for 
review it should be borne in mind that 
under the provisions of section 165 the 
plan does not need the initial approval 
of the Commissioner, and that although 
even an (A) Plan must not discriminate 
in favor of top employees, subsection 5 
provides that a plan shall not be deemed 
discriminatory if the contributions or 
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benefits are uniformly proportionate to 
compensation paid. Therefore, even a plan 
weighted in favor of top employees may 
nevertheless qualify under the new law 
if it is an (A) Plan. But if a (B) Plan 
is adopted, those formulating it will have 
to watch the contributions and benefits 
available for top employees much more 
closely. Of some 600 plans examined by 
the Treasury prior to issuance of the Reg- 
ulations, about 80 per cent. covered all 
employees and were non-discriminatory, 
according to a public statement of the 
Legislative Counsel of the Treasury on 
July 29, 1943. 

The Treasury will also examine care- 
fully the reasonableness of the total cash 
and deferred compensation, and if regular 
salary and pension contributions together 
are unreasonable in amount a deduction 
will be disallowed. On this point a com- 
parison of compensation for similar posi- 
tions in similar businesses is invaluable. 
Persons chiefly engaged in the formula- 
tion of pians can usually furnish sound 
opinions on this subject, and the Control- 
lers Institute may well be made the me- 
dium for the exchange of information on 
general compensation and pension pol- 
icies. The Regulations expressly provide 
that section 5 classifications are not the 
only permissible ones but that the ex- 
clusion of employees above or below a 
certain age, in certain areas, or in cer- 
tain departments will be permitted pro- 
vided the basis of exclusion is sound and 
the exclusion does not have the effect of 
discriminating in favor of top employees. 
It is further provided that a contributory 
plan, although on its face non-discrimina- 
tory, will be treated as discriminatory if 
the requirements for contribution are so 
onerous as to result in excluding too large 
a group of lower paid employees. 

The net effect of the Regulations on 
the matter of discrimination is to require 
the formulation of a pension plan in ac- 
cordance with very broad considerations. 
General industrial tendencies will have 
to be reviewed. The tax and fiscal back- 
ground and the prospects of the corpora- 
tion will have to be considered. In many 
instances, particularly where corporate in- 
come is subject to violent fluctuations, the 
more elementary form of pension plan 
will not be satisfactory and an employees’ 
benefit plan including profit-sharing as 
well as pension benefits, thus supplying 
cushions to carry the plan through years 
of bad business, should be adopted. Such 
a plan cannot safely be formulated by one 
having experience in the pension field 
but not acquainted with general tax or 


corporate fiscal principles; nor will the 
tax expert or economist who is not fa- 
miliar with pension principles be able to 
do it satisfactorily. 


SOCIAL SECURITY PLANS 


The provision of the Regulations with 
reference to the intergration of Social Se- 
curity Plan benefits with Social Security 
percentages has caused much controversy 
and confusion. 

A permissible section 5 classification 
is one that excludes those receiving not 
more than $3,000 or which gives pro- 
portionately smaller benefits to lower paid 
personnel. This provision seemed justified 
because the Social Security Act does not 
provide benefits on compensation in ex- 
cess of $3,000 a year. However, the 
Treasury took the position that this jus- 
tified such discrimination only to the ex- 
tent that benefits under the pension plan 
made up the deficiencies of the Social 
Security Act but no further. For example, 
it is argued that if under the Social Se- 
curity Act an employee receiving $3,000 a 
year received benefits for himself and 
his wife after forty years of covered em- 
ployment (from January 1, 1937, or age 
21, whichever is later, until age 65) of 
34 per cent., then it would be unfair to 
allow benefits of 40 or 50 per cent. under 
a Social Security pension plan for those 
receiving in excess of $3,000 a year. 

Therefore, the Regulations provide that 
under a Social Security Plan the benefits 
under a pension plan must be equivalent 
percentagewise to those available under 
the Social Security Act. Because of the 
supplementary benefits under the Act, 
such as those providing benefits for a wife 
or dependent children, it is ruled that the 
Social Security Act benefits will be treated 
as 150 per cent. of the so-called primary 
insurance benefit. This is equivalent to 
the benefits provided under the Social 
Security Act for a man and his wife. 
Roughly speaking, they range from 34 
per cent. (subject to certain minimums 
and maximums) for those having forty 
years of covered employment, down to 
26 per cent. for those having only five 
years of covered employment. In I.T. 
3613, I.T. 3614, and I.T. 3615, published 
in the Internal Revenue Bulletin of July 
11, 1943, the Treasury passed on three 
Social Security Plans. In the first, benefits 
equal to 1 per cent. of the employee's base 
salary in excess of $3,000 annually for 
each year commencing on or after Janu- 
ary 1, 1942, together with 34 per cent. 
for five prior years were allowed. The re- 
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tirement age was 65. The plan included 
all those receiving salaries in excess of 
$3,000 who had completed one year of 
service. The plan was approved. These 
percentages were found to be equivalent 
to Social Security benefits. 

In the next, benefits were equal to 30 
per cent. of the average amount of the 
employee’s annual base salary in excess 
of $3,000 but it was provided that no 
annuity should exceed 25 per cent. plus 
Y4, per cent. for each year of service com- 
pleted after December 31, 1941. These 
percentages also coincide with Social Se- 
curity benefits. Those qualifying under 
this plan were employees receiving sal- 
aries in excess of $3,000 a year, complet- 
ing five years of service. 

The third plan was limited to em- 
ployees in the same classification as those 
in the second but under this plan the 
benefits equalled 50 per cent. of salary 
for the year within which the employee 
entered the plan. It was shown that the 
benefits under this plan were much 
greater than those under Social Security, 
both because they were measured by in- 
itial salary regardless of later reductions 
and because the percentage was much 
higher than that granted under Social Se- 
curity. That plan was disapproved. 

It should be noted that these limita- 
tions applied only to Social Security 
plans as defined earlier in this article. 
They do not apply to (A) Plans nor do 
they necessarily apply to plans limited to 
all salaried employees, regardless of the 
amount of salary or years of service. Such 
plans will be reviewed on a broader basis 
for which no rule of thumb has been for- 
mally expressed. It may be safely said 
that the broader the classification the 
greater will be the benefits permissible 
for top employees. 

This particular provision of the Regu- 
lations has an extraordinary history. It 
was under consideration at the Treasury 
for many months and was the subject of 
considerable internal controversy. Mr. 
Randolph E. Paul, General Counsel of the 
Treasury, went before a subcommittee of 
the Senate Finance Committee for an ex- 
pression of opinion. This was an act en- 
tirely without precedent. The subcommit- 
tee did not coincide with the proposed 
Regulation. Nevertheless it was adopted. 
Senator Robert H. Taft thereafter in a 
public blast denounced the Treasury for 
this move. He was met with the rejoinder 
that the subcommittee’s interpretation was 
treated by the Treasury as a review not 
of legal validity but of policy. It was 
further pointed out that only some 17 pet 
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cent. of the plans reviewed were of this 

pe and that they affected only 4 per 
cent. of employees in the average plant. 
Ninety-four per cent. of employees in the 
average plant earn under $3,000 annually. 

Senator Taft indicated that he would 
seek a joint resolution of Congress forc- 
ing liberalization of the Regulation. From 
the legal point of view it is difficult to 
predict the defeat of the Commissioner 
on this point since he is expressly vested 
with discretion by the Act of Congress on 
this score and since subsection 5 provides 
that a plan shall not be deemed discrimi- 
natory merely because those receiving not 
more than $3,000 are excluded, or merely 
because contributions or benefits are pro- 
portionate to compensation. The impor- 
tant words are “or merely.” Their use is 
disjunctive, not conjunctive. It may well 
be argued that where an employer takes 
advantage of the first ‘merely’ and ex- 
cludes those receiving not more than 
$3,000 it forfeits the right to give quali- 
fying employees benefits fully propor- 
tionate to compensation. On the other 
hand support may be found in this very 
argument for giving full proportionate 
benefits under an all-inclusive (A) Plan. 
This was the theory under which the 
Lord case was decided. 


TAXABILITY OF EMPLOYEE AND 
FORFEITURE PROVISIONS 


Plans must qualify for one day during 
each quarter of the taxable year, and those 
which presently are disqualified must con- 
form by the end of this year. Because of 
the delay in the promulgation of the Reg- 
ulations there is a movement afoot for 
the extension of the period within which 
the qualification of plans is required. 

If a plan is exempt under section 
165(a), the contributions are not at pres- 
ent taxable either to the trustee or to the 
employee. If the plan fails to qualify, 
either the employer loses its deductions or 
the employee is taxed, depending on 
whether the rights of the employee are 
forfeitable or non-forfeitable at the time 
the contribution is made. If the rights 
ate non-forfeitable under a non-qualified 
plan, the employee is taxed on the contri- 
butions pursuant to the provisions of sec- 
tion 165(c) and the employer gets a de- 
duction under section 23(p) (1) (D). If 
the rights are forfeitable, the employer 
loses its deduction under section 23(p) 
(1) (D). 

However, where a plan qualifies under 
section 165(a) the employer may obtain 
a deduction even if the rights of the em- 
ployee are forfeitable. But the drafting of 


a forfeiture provision requires great care. 
It should be borne in mind that when 
the Treasury first introduced its Bill be- 
fore the House Ways and Means Com- 
mittee in 1942, it provided for compul- 
sory complete vesting. Even today, the first 
question usually presented to the tax prac- 
titioner in connection with the qualifica- 
tion of a plan is, ‘“What are the vesting 
provisions?’ and the Regulations require 
a statement of them. 

The Regulations presented as an exam- 
ple of a non-qualified plan, even under 
the old law, one where rights of group A 
of employees could be transferred to 
group B at the election of the corporation, 
even if the employer received no refund. 
Plans that have forfeiture provisions 
which terminate rights where an employee 
is discharged without cause will meet with 
particular resistance. Where the employer 
feels that full vesting and the absence of 
a forfeiture clause will encourage termina- 
tion of employment, it is proper, under 
the Regulations, to provide for full vest- 
ing in the ex-employee, but for tying up 
the fund until the age of retirement so 
that the ex-employee will receive benefits 
only then, and then only on the amount 
deposited during the term of his service. 
This will eliminate the cash advantage 
upon termination present in the case of 
immediate vesting, and yet permit the 
plan to have the tax benefits available 
where there is no forfeiture. The benefits 
received out of the employer’s contribu- 
tions are treated as long-term capital gains, 
on which the tax rate is at present 25 per 
cent., where distribution is made in one 
year because of termination of employ- 
ment. 

TIME OF PAYMENT 


The Code and Regulations permit the 
actual payment of the employer's contri- 
bution within sixty days after the end of 
the year of accrual when the payment is 
made with reference to a liability accrued 
during the taxable year. Nevertheless such 
payments are being closely scrutinized by 
the Bureau, particularly when the pay- 
ments are made to a non-independent 
trustee. An independent corporate trustee 
will be an additional safeguard in assur- 
ing deductibility of the contribution of 
the employer for the year in which the 
employer intended to gain the deduction. 


SALARY STABILIZATION 


A payment made in violation of Salary 
Stabilization requirements will, of course, 
be disallowed. However, it is expressly 
provided in the Act of Congress of Oc- 
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tober 2, 1942, that pension benefits in 
reasonable amounts are exempt. The Reg- 
ulations have further provided that any 
retirement benefits under a plan exempt 
under section 165(a) shall be deemed to 
be reasonable in amount and thus exempt. 
On the other hand, a profit-sharing plan 
is not automatically exempted, and con- 
tributions to such a plan will have to be 
approved by the Salary Stabilization Unit 
or the War Labor Board. The Unit has 
indicated that it will approve a profit- 
sharing plan where receipt of the benefits 
is deferred so as to render the effect of 
the plan non-inflationary. Thus, a plan 
deferring distribution until retirement 
of the employee should receive approval. 
Also, depending upon the circumstances 
surrounding the plan, a plan deferring 
distribution for a period of ten years may 
receive approval. 


MILITARY SERVICE 


A plan may be for the benefit of pres- 
ent employees, those who are on tempo- 
rary leave (including service in the army 
and navy), and former employees. It is 
necessary, however, that whatever classi- 
fication is adopted be followed through- 
out. That is to say, if a plan is being 
created on the basis of the 70 per cent. 
rule and benefits are to be extended to 
some employees in military service, the 
70 per cent. will be computed against all 
of the employees in military service as 
well as those in active employment. 


THE INSURANCE ELEMENT 


One aspect of the Regulations which 
is likely to be the subject either of change 
or of litigation is the provision relating 
to the treatment of the insurance element 
in contracts of insurance providing a com- 
bination of annuity and life insurance 
protection. The Regulations provide that 
the life insurance element should be 
taxed to the employee as current income. 
It is further provided that this element is 
arrived at by deducting from the face 
amount of insurance provided by the con- 
tract the amount of the cash surrender 
value thereof at the end of the year in 
question. If the contract has no cash sur- 
render value, the reserve is taken. On the 
difference the premium for one-year term 
insurance is calculated. This represents 
the cost of the insurance element. If the 
company in question does not issue one- 
year term policies then the cost is cal- 
culated on the basis of the mortality tables 

(Please turn to page 410) 








Prompt and Just Payment for Cancelled 
War Contracts—A Proposal 


By Theodore W. Graske and Robert F. Klepinger 


President Roosevelt’s Conference of 
“Post-War Readjustment of Civilian and 
Military Personnel” on July 30, 1943, 
recommended that: 


“A general policy for the termina- 
tion and cancellation of government war 
contracts should be established and a 
claim-adjustment procedure provided.” 


The Conference further stated that “to 
expedite settlement of claims and avoid 
disruption and delay in employment of 
labor, legislation should be enacted.” 

On June 22, 1943, Representative May, 
Chairman of the Military Affairs Com- 
mittee of the House of Representatives, 
introduced House Bill, H. R. 3022, which, 
according to Mr. Robert P. Patterson, 
Undersecretary of War, was “drafted by 
the War Department.” Senator Reynolds 
on June 28, 1943, introduced a companion 
measure Senate Bill, S. 1280. Senator 
Murray, Chairman of the Senate Special 
Committee to Study and Survey Prob- 
lems of American Small Business, intro- 
duced on June 24, 1943, his first bill, 
S. 1268. Following the introduction of 
Senator Murray’s bill, he has prepared a 
proposed measure to facilitate the termi- 
nation of war-production contracts and 
subcontracts, and for other purposes, 
which is to be introduced when the Con- 
gress “‘reconvenes after the summer re- 
cess.’ Subcommittees are continuing hear- 
ings on these proposals. 

The War Department bills, in short, 
provide for authority to the Secretary of 
War to use funds now or hereafter ap- 
propriated for adjustment of terminated 
contracts. The main provisions of such 
legislation direct that the Secretary of 
War may, under such regulations as he 
may prescribe, and “without regard to 
any provision of law relating to the mak- 
ing, performance, amendment or modifi- 
cation of contracts,’ make advance or 
partial payments to prime or subcontrac- 
tors or suppliers of the War Department 
and to further authorize such Secretary 
to extend “loans or guaranties of loans or 
for the purchase of rights of such prime, 
subcontractors, or suppliers” of such 
amounts as may be due them and upon 
such terms as the Secretary may permit 


by his regulations. In the words of Mr. 
Patterson, testifying in behalf of the leg- 
islation at the hearing before the House 
Military Affairs Committee in June, 1943, 
there is urgent need for such legislation 
because settlements on War Department 
contracts may take “months or even 
years.” Therefore, according to him, con- 
tractors would be fully protected and, it 
is assumed, contractors wanted such pro- 
tection. 
THE Murray BILL 


Senator Murray’s first bill referred to is 
in the main identical with the War De- 
partment bill except that the authority to 
be granted is to be exercised by ‘“‘any 
such department or agency, subject to 
such rules and regulations and by means 
of such delegation of authority as the 
Chairman of the War Production Board, 
or such other official as the President may 
designate,” may prescribe from time to 
time. 

The Senator’s new bill which he pro- 
poses to offer at the coming session, pro- 
vides in substance for partial payment of 
75 per cent. to prime and subcontractors 
upon the certification by the contractor 
and under such regulations as may be 
prescribed by the War Production Board. 
One other novel feature is the fact that if 
payment in the minimum amount pro- 
vided in the bill is not made by any de- 
partment or agency within a certain pe- 
riod of time, the prime or subcontractor 
may bring suit in the U. S. Court of 
Claims or in the district courts of the 
United States in the district in which such 
contractor or subcontractor has his resi- 
dence or principal place of business. 


Finally, the Chairman of the War Pro- 
duction Board is to promulgate further 
“rules and regulations to expedite the 
administration of this Act and to provide 
for uniform policies or procedures among 
the various procurement departments or 
agencies of the government.” 

While Congress is considering legisla- 
tion of the type described, the government 
departments particularly the War Depart- 
ment and the War Production Board, are 
working on different solutions. For ex- 
ample, the former is to issue a “Manual 
on Contract Termination” which is to be 
used as a guide to “government person- 
nel in the accounting examination of set- 
tlements proposed to war contractors,” 
This Manual is to be also, it is hoped, 
made available to war contractors and to 
others interested. The War Production 
Board and more particularly the interde- 
partmental subcommittee of the Procure- 
ment Policy Board made up of represent- 
atives of the main war procurement 
agencies, has since June, 1942, been con- 
sidering a proposed uniform draft of a 
termination article or clause to be in- 
serted in “lump sum supply prime con- 
tracts.”” 

On its current agenda are drafts for 
the cost-plus-a-fixed-fee construction prime 
contract, and emergency facilities prime 
contract. The lump sum supply prime 
contract draft of June 24, 1943 has just 
been issued, and according to the Secre- 
tary of the Procurement Policy Board, it 
is presented “only for comment and has 
not yet been approved or adopted by any 
of the procurement agencies.” Further, 
the Secretary of such Board warns that 
this draft “does not represent in any way 





House of Representatives. 





A LOOK AT THE RECORD 


Mr. Graske, a well-known legal writer, is author of ‘’The Law of 
Government Defense Contracts,’ and other standard works on war 
contract settlements. For years he was a Federal attorney, and at 
present is completing a survey for the National Industrial Conference 
Board on payment upon war contract cancellations. Mr. Klepinger 
is also a former Government attorney, and for nearly ten years was 
engaged in codification and restatement of the Federal laws with the 
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the final views of any of the procurement 
agencies and that none of the sections be 
reproduced for public distribution.” 

In a series of addresses before various 
important industrial and commercial 
groups, the former chairman of the War 
Department Board of Contract Adjust- 
ment of World War I has suggested that 
“business executives endeavor (1) to have 
established in the War and Navy depart- 
ments plans for adjustment of war con- 
tracts and (2) that the key personnel be 
now selected for the work and instructed 
how to cafry it out, when the need 
arises.” These plans are to be similar to 
those established by the War Department 
following the last war. 

In a word, he urges that various dis- 
trict, regional, bureau and a final appeals 
board or contract adjustment board be 
set up to “adjust” the prime contractors’ 
claims against the Secretaries of War or 
Navy arising out of cancellation of World 
War II contracts. 

Business executives have been told that 
“no more effective, faster, or more just 
way” could be devised than the method 
used after the Armistice of 1918. It has 
also been emphasized that “one of the 
things that astonished the public and the 
manufacturers was the comparative short- 
ness of time in which adjustments were 
accomplished, and the contractors re- 
ceived their money.” 

Many contractors will recall the public 
statements made by the former Secretary 
of War, Newton D. Baker, in his annual 
reports to Congress, of 1919 and 1920, 
that “settlement has been made on the 
basis of 1214¢ for every dollar,” and 
that “final settlement to date amounted 
to 13 per cent.” on War Department 
claims and adjusted contracts. The late 
Secretary also pointed out that “in making 
these settlements the Department has saved 
to the government enormous amounts” 
and that the War Department “has taken 
over quantities of material and equipment 
which have been sold at considerable ad- 
ditional return to the government.” 

It can be gleaned from these facts that 
while the War Department commended 
itself that it had “saved” the government 
approximately 87 cents on the dollar on 
cancellation claims, the war contractors 
felt otherwise. According to a compre- 
hensive report “Settlement of War Con- 
tracts with Private Industry under Two 
World Wars” (see footnote 6, “‘Settle- 
ment of Government War Contract Dis- 
putes,”” Graske, American Bar Association 
Journal, January, 1943, p- 13), about 25 
Per cent. of such rejected claims had to 
be litigated in the Federal courts. Natu- 


rally, the government contested these suits 
and set up counterclaims, setoffs or other 
technical defenses. An examination of the 
decisions of the Federal courts since 1918 
reveals that the government lost prac- 
tically all such counterclaims or other tech- 
nical defenses, where suits concerned 
damages resulting from cancellation of 
World War I contracts. 

As may be recalled further in this con- 
nection, Congress enacted so-called ‘‘re- 
medial” legislation, first in 1919 the Dent 
Act of March 2, and, second, in 1925, 
the ‘“Naval War Contractors’ Relief Act.” 
Both laws proved to be wholly ineffective 
to the contractors in that many of their 
just claims were restricted by specific 
provisions in each and merely afforded 
token payments. 


DEFECTS IN PROPOSALS 


The authors understand and have ex- 
amined proposed legislation relating to ar- 
bitration of World II cancellation claims. 
There are many defects in this proposal. 
Among the most objectionable is that 
after an award has been secured the con- 
tractor would have to get his Senator or 
Representative to obtain payment through 
special appropriation acts. No guarantee 
is provided against the tremendous costs 
of arbitration, and, most important, the 
arbitrators under this plan would not be 
bound to apply the principles of law or 
precedents established for over a century 
and a half by the Federal courts. 

An interesting article by A. H. Sypher, 
Assistant Managing Editor of Nation’s 
Business, May, 1943, official publication 
of the Chamber of Commerce of the 
United States, entitled ‘Post-War Prob- 
lem No. I,” effectively argues for the 
solution of cancellation of World War II 
contracts. That article, however, does not 
disclose any real remedy for so important 
a problem. No over-all or even partial 
plan has come to the attention of the 
authors presented by either the Chamber 
of Commerce, the National Association of 
Manufacturers, the Associated General 
Contractors of America, Inc., or any other 
business organization. 

In view of all these considerations, 
what is the best method for solving the 
complex and crucial problem of war con- 
tract cancellation ? 


THE Best METHOD 


In the opinion of the authors there can 
be but one answer. Congress should enact 
at the earliest possible date legislation 
providing specifically as follows: 


Section 1. Findings and policy. This section 
ought to contain a positive definition ot the 


The Controller, September, 1943 387 


findings and declared policy with regard to 
settlement of war contract claims arising out 
of World War Il. The purpose of such a pro- 
vision would be to aid the Federal courts, if 
litigation should become necessary, in the 
proper interpretation and application of the in- 
tent of the policy of Congress. 

Section 2. Definitions. This section ought to 
provide for specific, exclusive and all inclusive 
definitions of the terms “federal department 
and agency’; “prime contractor’; “subcon- 
tractor’; “contract”; “cancellation”; and any 
other indispensable definition of terminology 
necessary for a clear understanding of the 
meanings of those terms. 

Section 3. Administrative adjustments. Pro- 
vision should, of course, be made for the 
validation of legally questionable termination 
clauses in outstanding war contracts together 
with the right of a contractor to execute quali- 
fied or partial releases in those cases where 
only a dispute exists as to a certain portion 
of any settlement, Under existing law and prac- 
tice no provisions are found for the effectua- 
tion of such desired ends. The heads of fed- 
eral departments and agencies should be au- 
thorized and directed to prescribe uniform rules 
governing speedy audit, certification, and pay- 
ment to prime contractors. Prohibitions should 
be provided against duplicate audits, inspec- 
tions or examinations by any other federal de- 
partment or agency with respect to claims. Uni- 
form accounting or auditing principles or 
guides must be published in the official Fed- 
eral Register. 

Because of the shortage of qualified or com- 
petent government auditors this section should 
include acceptance of certified and sworn 
audits of independent public accountants under 
proper safeguards and procedures. Obviously, 
the interest of the government should be fully 
protected and respected by authorizing the an- 
nulment of fraudulent or illegal contracts and 
the institution of suits to recover settlements 
paid thereon. 

Section 4. Reconversion costs; formula of 
payment. In view of the fact that post-war 
reserves for reconversion. are not allowable in 
renegotiation settlements and expressly denied 
by certain rulings of the Federal courts, a 
short and fair formula upon which recon- 
version costs or damages are to be allowed 
upon cancellation should be made available 
to war contractors urgently needing capital 
funds to reconvert to peacetime normals. The 
section ought to be phrased with meticulous 
care and based wholly upon the controlling 
Supreme Court decisions with regard to con- 
stitutional standards in Federal legislation. 

Section 5. Subcontractors; liens; assign- 
ments; releases. This section should deal en- 
tirely with subcontractors rights and duties. 
It should contain effective remedies for ob- 
taining funds immediately by assigning au- 
dited and certified claims directly to the gov- 
ernment under certain conditions. Subcon- 
tractors’ claims against prime contractors must 
be clothed with protective liens prior and su- 
perior to any liens of general creditors of prime 
contractors in instances where after all reme- 
dies under the law have been exhausted prime 
contractors voluntarily enter into insolvency 
or bankruptcy proceedings. 

Section 6. Bankruptcy; involuntary peti- 
tions. In those cases where prime contractors 
or subcontractors are forced by delaying action 
on the part of the government in making 
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Wartime Depreciation 


It has been my experience during 
recent years, that industrial manage- 
ment is increasingly coming to en- 
gineers and appraisers for assistance 
in meeting cost accounting and depre- 
ciation problems. This trend makes me 
“feel at home” with controllers in the 
discussion of a subject as important as 
wartime depreciation. 

Depreciation deductions for many 
companies equal net income available 
for stockholders, and present a most 
controversial problem in the prepara- 
tion of earning statements. The proper 
and adequate determination of depre- 
ciation provisions, and amortization 
claims, together with the necessary 
proof in support of such deductions, is 
of great importance during this war 
period for two prime reasons: 


(1) The increased and high rates 
of Federal taxation. 

(2) The problems and evidence 
necessary in venegotiation of 
war contracts. 


It would be simple if correct depre- 
ciation provisions could be determined 
with mathematical accuracy. There are 
those who contend that through use 
of historical growth and retirement 
studies of the depreciable accounts, 
that the exact and proper rate of de- 
preciation can be determined for the 
assets in the account. I wish that the 
real property facts could be obtained 
as simply as that, for it would surely 
save a lot of present and future litiga- 
tion and expense. I am not going to 
discuss involved theories, however, and 
will merely try to outline from per- 
sonal experience a few principles con- 
trolling depreciation practice that ap- 
pear to be sound and logical, and 
which permit of a flexible usage of 
property records for current and future 
years. 


DEPRECIATION PRINCIPLES 


I recognize the long-existant con- 
troversy in cost accounting as to 
whether depreciation should provide 
for the recovery of the invested dol- 
lars, or whether it should provide for 
the replacement of the property, and 
if the latter, the necessity for the use 
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of replacement costs as the basis for 
depreciation computations. My te- 
marks, however, will be limited to the 
application of depreciation principles 
as a basis for recovering the investment. 

However, in your post-war plan- 
ning, do not overlook the necessity for 
intelligent depreciation calculations for 
cost purposes sufficient to permit the 
replacement of the property with fa- 
cilities necessary for post-war produc- 
tion. If you, as controllers, do not 
insist upon the inclusion of proper pro- 
visions for depreciation and post-war 
reserves, as a part of fixed charges for 
facilities used in war production, then 
the operating statements may be mis- 
leading and the future of your business 
jeopardized. Forethought and construc- 
tive thinking in establishing cost ac- 
counting standards at this time may 
mean much to your industry in the fu- 
ture. 


ORIGINAL INVESTMENT 


Now that we are limiting our con- 
sideration to the original investment 
cost of depreciable assets, it becomes 
necessary that we establish the accuracy 
of that cost basis. Undepreciated origi- 
nal costs to the owner for the assets in 
use in your trade or business are the re- 
quired depreciation basis both for re- 
negotiation and for Federal Income 
and Excess Profits Tax determinations. 
This, of course, eliminates the possible 
usage of March 1, 1913 values, which 
have now largely outlived their im- 
portance through the 30 years of ex- 
pired life from that date. 

The Bureau of Internal Revenue is 


very carefully checking to be sure that 
the costs of depreciable assets are not 
over-stated, and it is equally important 
for you to be sure that the costs are 
correctly stated. I have seen many 
cases where adjustments of hundreds 
of thousands of dollars have been 
properly made through corrections at 
this time of prior errors and incon- 
sistent practices, among others such 
cases as: 


(1) Assets acquired for stock and 
costed at an improper valua- 
tion of the stock under the 
existing Revenue Acts. 

(2) Arbitrary write-downs of asset 
values for corporate purposes 
during the depression years, 
which have been carried for- 
ward to current years without 
correction for tax purposes. 

(3) Failure to reflect prior year ad- 
justments by Revenue Agents 
in current statements. 

(4) Mathematical errors in prior 
year statements which have 
never been corrected. 


Every dollar of added cost increases 
the amount recoverable through de- 
preciation and the invested capital 
basis, which is most important during 
these years of very high federal taxes. 


PROPERTY RECORD 


It is my opinion that a rather de- 
tailed inventory record of depreciable 
assets, priced on the basis of original 
costs, is of prime importance to those 
interested in proper cost accounting 
and in the control and support of de- 








APPRECIATE DEPRECIATION 


Because depreciation deductions, as Mr. Jackson points out, 
| frequently equal net income available for stockholders, the sub- 
| ject of depreciation is ever-timely, and particularly so during 
| wartime. This paper was presented by Mr. Jackson, vice-presi- 
dent, American Appraisal Company, at the Sixth Midwestern 
Controllers’ Conference on May 10, 1943, in Cleveland. Con- 
trollers and financial officers will find much of interest and 
value in Mr. Jackson’s presentation. 
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preciation deductions. Such an inven- 
tory can be compiled from an analysis 
of the depreciable asset accounts, but 
if prepared on such a record basis it 
should be physically checked against 
the actual properties in existence, and 
found to be used or useful to the busi- 
ness. An independent inventory record 
of the property can be used with equal 
acceptability for the purpose of pre- 
paring such a record. 

It is often surprising how much 
property may have disappeared over a 
period of years though still reflected on 
the accounts through failure of a 
proper record control of such retire- 
ments, and it is equally surprising how 
much property exists with no capi- 
talized costs. I have seen cases where 
unrecorded retirements have been 
found amounting to as much as a third 
of the costs of the assets in an account. 
The depreciation reserve, in this case, 
was excessive and the rates were sub- 
ject to attack. A correction for these 
retirements presented an entirely dif- 
ferent history for the accounts, which 
adequately supported the rates in use, 
and after proper adjustments resulted 
in a fair accrued depreciation reserve. 

I believe that in preparing a prop- 
etty record for cost purposes, that the 
depreciation burden should be deter- 
mined with consideration for the cost 
of all of the assets in use. The fact 
that the cost may have been recovered 
through excessive depreciation deduc- 
tions in prior years does not alter the 
fact that the facilities are being used, 
and that a proper charge should be 
reflected in cost accounting records for 
that portion of the assets used up in 
present war time production. Whether 
or not such depreciation is allowable 
as a deduction for Federal taxation 
does not alter the fact that it is a 
proper element of actual costs of 
production. . 


DEPRECIATION BURDEN AND 
RENEGOTIATION 


The Government’s explanation of 
"Principles for Determination of 
Costs under Government Contracts,” 
quite properly recognizes this fact. 
However, it would appear that too 
often the depreciation burden in- 
cluded in renegotiations has been in 
accordance with amounts claimed for 
Federal taxation. This is due in large 
part to the failure in presenting the 
necessary facts and basic principles to 


your management for use in renegotia- 
tion conferences. 

I urge that in the preparation of a 
property inventory that it be planned 
for economical usage, controlling the 
major property, such as_ buildings, 
power plant, machinery, cranes, roll- 
ing stock, etc., by items. The remain- 
ing portions of the property, generally 
consisting of semi-perishable factory 
equipment, tools, office furniture and 
fixtures, and similar assets, can be 
treated by limited groups, with rea- 
sonable accuracy. This permits con- 
trolling the major part of the invest- 
ment by identifiable items and a rela- 
tively minor part of the investment by 
groups, insuring reasonable accuracy 
in the results and offering a flexible 
basis for check and control in the fu- 
ture maintenance of the record. 

It is desirable for cost finding pur- 
poses that such an inventory be sum- 
marized by locations, departments or 
process centers. The accuracy of a 
cost system will be greatly assisted by 
such a property record as the basis for 
the distribution of fixed charges, in- 
cluding depreciation, taxes, insurance, 
power costs, maintenance and repair 
charges, and similar indirect costs that 
many times may be logically distrib- 
uted in proportion to facility costs, 
rather than on the basis of labor or 
other charges. I would recommend 
that such a property record be com- 
piled in a form subsidiary and recon- 
ciled with the general accounts. Vari- 
ous forms of loose-leaf card record or 
tabulating cards are practical and 
readily acceptable for this purpose. 


BASIS OF DEPRECIATION 


The determination of depreciation 
deductions through use of such a prop- 
erty record requires a divergence of 
thought at this point between cost 
finding depreciation and allowable de- 
preciation for federal income tax pur- 
poses. 

Cost finding should consider the de- 
preciation absorbed during any year as 
result of wear and tear, including 
normal obsolescence, for all of the 
assets used in producing the product 
for which costs are to be determined, 
disregarding prior claims and allow- 
ances. Depreciation deductions prop- 
erly allowable for federal income and 
excess profits taxes consider the same 
factors, but are limited in a great many 
cases because of excessive deductions 


claimed and allowed in prior years. In 
such cases the allowable deduction for 
the future will be reduced with con- 
sideration for that excess of the past, 
and will be less than the amount of 
depreciation sustained under normal 
conditions and usable for cost finding 
purposes. 

The remaining life over which I be- 
lieve each of the amounts recoverable 
should be spread is the same both for 
cost finding and Federal taxation. The 
following discussions, therefore, will 
be applicable to both bases: 

The Revenue Acts have for many 
years stated that you may deduct: “A 
reasonable allowance for exhaustion, 
wear and tear (including a reasonable 
allowance for obsolescence) .” 

For many years it has been the prac- 
tice of industry generally to estimate 
an average over-all composite life for 
the assets in any account, and to ratably 
spread the cost of assets in equal an- 
nual installments, considering the 
mathematical results of such computa- 
tions to be the allowable depreciation 
deduction for each year. 


PROPERTY LIFE STUDIES 


The Engineer Revenue Agents are 
making studies of the history of the 
growth and retirements in depreciable 
property accounts covering a reason- 
able cycle of years, and through use of 
curves and formulas reach mathemat- 
ical conclusions in judging the correct- 
ness of the lives of property and the 
resultant average rates of depreciation. 
This basis has some merit as a basis of 
checking rates of depreciation in the 
lack of more direct evidence. The use 
of these methods of life determination 
are based upon the dollar as the unit 
to be depreciated, and assume that the 
dollars being provided for through 
depreciation will be used for assets 
having exactly the same characteristics 
as the original assets, and can be ac- 
quired on a uniform price level. 

It is obvious that it is the property 
and not the dollars that is depreciat- 
ing, and that if we cannot get compa- 
rable property units for a mortality 
study, the resulting answer -may ob- 
viously be wrong. The purchasing 
power of the dollar fluctuates from 
year to year in the number of units of 
property that can be acquired. Constant 
changes are being made in the type, 
character and productivity of equip- 
ment. The type of product is con- 
stantly changing, and experience, par- 
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ticularly during the past few years, has 
tended toward much closer operating 
tolerances. It is doubtful whether his- 
tory will repeat itself as is requisite in 
the use of mortality curves and formu- 
las, and it becomes necessary to con- 
sider the property now in use as the 
real evidence of the required deprecia- 
tion provisions. 


Four FACTORS 


I recognize that the extent of depre- 
ciation during any year may well be 
affected by many factors in any par- 
ticular case, but I believe that most of 
us could agree that in general there are 
four important basic factors to be con- 
sidered in judging depreciation: 

(1) The time element 

(2) The extent of usage 

(3) Operating abusage 

(4) Management policy 


I have not necessarily followed the 
order of importance in presenting 
these factors, which will vary in im- 
portance for different products, classes 
of depreciable property, or company 
policies. 

The time element should consider 
such conditions as general deterioration 
over the period of years, normal ob- 
solescence, the effect of the elements 
on materials, normal changes in de- 
mand for products, population shifts, 
etc. 

The extent of usage should consider 
the character of operation, the hours of 
operation, the conditions of usage in 
the location of the equipment, the 
class of material produced, etc. 

The operating abusage might rea- 
sonably consider the effect of inexperi- 
enced help, inadequate maintenance 
and repair usually occurring during 
periods of excessive usage, abnormal 
exposure to the elements, excessive 
strain due to over-loading, shut-downs 
without proper protection, etc. 

‘The management policy would in- 
clude the practice used in accounting 
for maintenance and repair costs, 
whether the management has a pro- 
gressive policy in adopting new and 
improved equipment, the policy of 
management in design and develop- 
ment of new products, materials, and 
equipment, and the management pol- 
icy looking toward mass production as 
compared with job shop production 
operations. 

These ate by no means all of the 


factors which should be considered in 
determining the life of depreciable as- 
sets, but indicate the extent and char- 
acter of the facts that I believe should 
be taken into consideration. A fair an- 
swer not only requires judgment and 
study, but also necessitates a wide ex- 
perience in the consideration of this 
problem and in the property subject to 
depreciation. 

I believe that the only practical 
method to depreciate the diversified 
assets used by the average industrial 
concern is by means of unit deprecia- 
tion rates, using total or remaining 
lives applied to the specific major units 
of property. If an average rate of life 
is desired for an account, then through 
use of the item rates a weighted aver- 
age can be computed which involves 
much the same study. This will permit 
of a conclusion upon which you can de- 
pend, and from which you will have 
the necessary supporting evidence. 


DEPRECIATION RESERVES 


The question of the accrued depre- 
ciation reserve has many of the same 
characteristics requiring check and 
study which have been outlined for the 
gross costs. There are in addition two 
special problems involving reserves, in 
which many companies should be in- 
terested. 

The first point that I would men- 
tion is the possibility of the relief of- 
fered under Section 734 of the 
Revenue Act. The Bureau has, in many 
cases, adjusted the depreciation provi- 
sions for some or all of the years after 
January 1, 1936. It would appear that 
this practice presents the inconsistent 
treatment contemplated by that Sec- 
tion of the Act, and should be subject 
to adjustment for the base period years 
to the extent of the inconsistency. 

It is possible that the Bureau will 
take the position that the depreciation 
allowed was considered to be correct 
in the closed years, and that it cannot 
be corrected retrospectively for the 
base period years, even in the light of 
Section 734. Your attention, however, 
is called to the continued practice of 
the Bureau’s engineers of retrospec- 
tively adjusting all open years, when- 
ever adjustments are made in the basis 
of depreciation. I believe there is a 
possibility of some effective relief 
through use of this Section. It might 
well be used to revise excess deprecia- 
tion deductions in prior loss years, as 
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well as in prior profit years otherwise 
closed by the Statutes, except for this 
relief provision. I think this point may 
well be litigated successfully in the 
future, and it should not be over. 
looked by you or your tax counsel in 
protecting possible claims. 

The second point which I would 
suggest involves the reconsideration 
of excessive depreciation deductions 
claimed during prior closed loss years, 
where a company has not had the 
benefit of such excess depreciation. 
This question has been litigated 
through the courts with decisions both 
for and against such adjustments, and 
at present the problem of correcting 
depreciation reserves because of exces- 
sive depreciation deductions is before 
the Supreme Court. Incidentally one of 
the Circuit Court Judges has suggested 
in his opinion that the question is a 
matter for Congress and not for the 
courts to decide. 

The Bureau has rather consistently 
held that depreciation deductions for 
closed loss years were considered to 
be allowed by the Commissioner as 
claimed on the tax returns, and not 
subject to revision at a later time. We 
know that in most cases of this charac- 
ter, no check or examination was made 
by the Commissioner for such loss year 
returns, as no possible tax liability 
would result, regardless of revisions in 
the depreciation deductions. Some of 
this negligence was undoubtedly the 
responsibility of the taxpayer. However, 
the Commissioner should equally as- 
sume his burden for negligence. Ad- 
justments to correct excessive deprecia- 
tion are usually made as soon as a 
taxpayer is on a profitable basis and 
subject to tax liability. 

The Bureau is protected for its own 
negligence in such cases through a pro- 
vision which has been in the Code for 
many years, to the effect that the cost 
of depreciable assets should be reduced 
by the depreciation “allowed but not 
less than that allowable.” In equal fair- 
ness to the taxpayer for similar neg- 
ligence, it would seem only fair for 
Congress to provide a limitation to 
that provision to read “‘except when 
the deduction did not offset taxable 
income, it shall not be in excess of 
that allowable.” 

I believe that if the Supreme Court 
does not decide favorably to taxpayers 
on this question, that if properly pre- 
sented to Congress this inequity might 
be corrected. The question is most im- 
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rtant to companies having a history 
including loss years during which ex- 
cessive depreciation was claimed. 


DEPRECIATION ADJUSTMENTS FOR 
PLANT ACTIVITY 


Company management today is vi- 
tally interested in considering the usage 
of depreciable assets as a factor in de- 
termining depreciation provisions. This 
point is of interest both from the ques- 
tion of war contract costs, and also 
for allowable deductions for income 
tax purposes. 

The cost accountant necessarily con- 
siders economics in providing depre- 
ciation and attempts to spread the de- 
preciation burden equitably over units 
of product. It is not his desire to have 
one year carry an excessive deprecia- 
tion burden because of low production, 
and the next year carry an abnormally 
low burden because of high produc- 
tion. An equalized depreciation bur- 
den over the life of assets is obviously 
the economic Utopia for this part of 
cost finding. 

There is nothing in the Revenue Act 
requiring straight line depreciation or 
suggesting that each year shall be the 
yard-stick for determining ratable de- 
preciation. The Regulations and rul- 
ings do very consistently point out that 
depreciation should be based upon 
“conditions known to exist at the end 
of the period for which the return is 
made.” The useful life of depreciable 
assets is obviously a fact to be deter- 
mined, and the proportion of the use- 
ful life absorbed during any year must 
necessarily give consideration to the 
time of usage and productivity of the 
depreciable assets for that year. Straight 
line depreciation mathematically amor- 
tizes the cost of assets, considering its 
over-all life, but does not consider the 
extent of usage during any year whether 
that usage be greater or less than nor- 
mal. 

The economic factor for distributing 
depreciation is one consideration, but 
it is equally obvious to plant manage- 
ment and those familiar with the us- 
age of property that the additional 
wear and tear caused by increased pro- 
duction, added hours, continuous oper- 
ation without adequate opportunity for 
Pfoper repairs, fatigue of materials, 
inexperienced help and similar condi- 
tions are problems of the current war 
Production activity that increase depre- 
ciation losses and justify decreases in 


the useful life of production facilities 
for such years. This point, in my opin- 
ion, cannot be successfully challenged, 
although the extent of the shortened 
life may be the subject of honest dif- 
ferences of opinion. 

It is my belief that economics and 
wear and tear consideration of plant 
activity as a depreciation factor is very 
definitely a cost element, and at least 
in modified form a proper considera- 
tion as a tax deduction. I propose to 
discuss this question from the tax 
point of view because the underlying 
factors are basic to both. 

You no doubt have in mind that the 
burden of proof for the reasonable- 
ness of the depreciation deductions 
claimed by you is definitely placed on 
your shoulders. In the early days of in- 
come taxation, the Bureau knew little 
about depreciation, with the result that 
general claims and forcible arguments, 
with apparent logic and example to 
illustrate a claim, were often sufficient 
to obtain excessive allowances from the 
Bureau. Such claims are not of much 
avail at present and accordingly it is 
suggested that a careful review be 
given to current depreciation claims to 
be sure that the problem has been 
fairly considered, and that it can be 
supported. Otherwise assessments and 
interest penalties can be expected. 

I have been told that companies are 
getting two or three times their nor- 
mal depreciation deductions because 
of double or triple shifts. So far as I 
have been able to determine, such large 
activity adjustments are merely claims, 
and based upon my experience they 
will be disallowed in whole or in ma- 
jor part. 


ADJUSTMENTS FOR INCREASED 
OPERATIONS 


I am of the opinion that for many 
industries there is no question but that 
some adjustment from straight line de- 
preciation calculations is proper during 
periods of increased operations, as well 
as during periods of decreased opera- 
tions, and I believe that eventually 
such practices will be in general use 
by industry and approved by the Bu- 
reau. I further believe that such ad- 
justments will give weight to the fac- 
tors of depreciation which vary di- 
rectly with the use and productivity of 
equipment, and also such factors as 
normal obsolescence, so that the depre- 
ciation burden will be more equitably 


spread over the usefulness of the equip- 
ment absorbed during each year. 

My discussions with representatives 
of the Bureau of Internal Revenue in- 
dicate a decided tendency to disregard 
activity as a factor of depreciation, and 
I understand this is under instructions 
from Washington. Perhaps this is in 
line with other New Deal ideas for 
producing the maximum taxable in- 
come and will require real effort to 
overcome. Their principal argument 
appears in the contention that substan- 
tially all property is retired by reason 
of inadequacy or obsolescence rather 
than wear and tear, and further that 
such increased depreciation as occurs 
because of increased activity is offset 
by the accompanying increase in main- 
tenance and repair charges. 

I do not agree with either of these 
contentions, so far as the average in- 
dustrial property is concerned. The 
mere fact that retirement history, or 
depreciation studies indicate the aver- 
age life of equipment in a particular 
plant is 20 years, does not mean that 
the depreciation has actually occurred 
in equal amounts at 5 per cent. for 
each of the 20 years. It may well have 
been 714 or 10 per cent. in one year, 
and 2 or 3 per cent. in others, and still 
there might be no disagreement neces- 
sarily in the over-all 20 year life, as 
abnormal and subnormal usage tends 
to be offsetting. The fact that mainte- 
nance and repair costs increase or de- 
crease more or less directly in propor- 
tion to the amount of use of the equip- 
ment, does not mean that such costs 
compensate for the additional usage of 
the equipment. It has been my observa- 
tion that during periods of excessive 
usage, the repairs made are only suffi- 
cient to keep the equipment in reason- 
able operating condition, and much 
deferred maintenance requirements ac- 
cumulate. 

There are several underlying factors 
which I think have led the Bureau into 
their rather arbitrary stand in attempt- 
ing to give little weight to activity as 
a depreciation factor, and many of 
these conditions can be laid at the door 
step of industry. Among others, I 
would mention: 


(1) The long practice of industry in 
advocating and agreeing to straight 
line depreciation, and the use of 
excessive rates which have gen- 
erally over-depreciated assets. 

(2) Inconsistent property accounting 
methods with no uniformity in 
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accounting for rehabilitation and 
unusual maintenance costs, which 
have extended the life of assets, 
together with an ineffective con- 
trol of property retirements. 

(3) Taxpayers have long made depre- 
ciation a matter of tax expediency, 
and now that the Bureau is after 
increased taxes, their claims are 
just as arbitrary with the result 
that nobody is satisfied. 

(4) Many taxpayers are willing to 
compromise legitimate deprecia- 
tion claims if other controversial 
points can be settled, with the re- 
sult that few clear cut deprecta- 
tion problems have been presented 
to the Courts. 

(5) The mortality studies and formu- 
las used by the Bureau for estab- 
lishing lives of depreciable assets 
have been largely developed 
through studies of utility proper- 
ties which are usually under con- 
tinuous operation. It is not my 
experience that their application 
to industrial companies produces 
reasonable results. 


The existing instructions to revenue 
agents and engineers of the Bureau 
will make your claims for the consid- 
eration of plant activity as a deprecia- 
tion factor very difficult. The most log- 
ical basis for adjusting depreciation to 
give effect to plant. activity is to estab- 
lish a normal operating basis, whether 
it be greater or less than single shift, 
and then to consider the effect of wear 
and tear, and obsolescence, and adopt 
a basis for adjusting the normal depre- 
ciation to consider increased or de- 
creased operations from that normal. 
Normal operations might logically con- 
sider related units of production, ma- 
chine hours, productive labor hours, 
power usage, and other factors indi- 
cating the extent of usage of the prop- 
erty. Multi-shift operation, standing 
alone, is seldom good evidence of the 
extent of excess usage, first because it 
usually assumes single shift operation 
as normal which may not be the fact, 
and, second, the over-time shifts sel- 
dom reflect full operation. I have in 
mind a plant operating on a three 
shift basis which had an actual effec- 
tive usage of only about 50 per cent. 
over the day shift operation. 

A company that has consistently fol- 
lowed straight line depreciation and 
attempts at this time to adjust for plant 
activity is limited by a Bureau ruling 
that this is a change in accounting pro- 
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cedure, and the change can only be 
made with the approval of the Com- 
missioner. I understand that such con- 
sent will not generally be granted. 

In view of this attitude, I do not 
suggest trying to adopt such an activity 
plan. If you have a production basis 
already in use, I recommend that you 
stick to it, and refuse to compromise 
such an existing basis. 


Two Ways OPEN 


There are two ways open for com- 
panies which are on a straight line 
basis of depreciation, and which desire 
to consider usage as a factor. The first 
basis is to make a definite showing 
of the proper normal depreciation un- 
der average conditions of usage, and 
then to accumulate all the facts estab- 
lishing the extent of the abnormality 
in operations for the year under con- 
sideration. On the basis of this gen- 
eral information, attempt to work out 
with the Bureau a reasonable adjust- 
ment applicable to the years in ques- 
tion, as an adjustment to the average 
normal depreciation which you have 
established. Some adjustments can be 
expected on this basis of proof if the 
evidence is sufficiently convincing, but 
it is not my experience that the adjust- 
ments will approach the basis which 
might be supported with more detailed 
evidence. 

The second method is to consider 





depreciation by property units based 
upon their estimated future useful life. 
This life should be adjusted for the 
year under consideration to reflect what 
the remaining life would be if Operat- 
ing conditions continued uniformly for 
all years in accordance with the condi- 
tions existing for that year, whether 
the life is longer or shorter than nor. 
mal. Various types of assets would be 
considered on different bases in ac. 
cordance with the characteristics of the 
asset, and the answer would be the te- 
sult of the application to individual 
property units rather than through any 
over-all adjustment factor. I like the 
unit method for most companies as it 
is flexible and enables detailed consid- 
eration to be given to the various ma- 
jor units or classes of property. If the 
lives are honestly estimated, it fur- 
nishes a difficult basis for the Bureau's 
engineers to arbitrarily upset and places 
each taxpayer in a better position to 
carry the burden of proof in the event 
of disagreement. 

I would not generally consider that 
all types of assets should be subject to 
activity adjustments. I think that gen- 
erally activity claims should be limited 
to productive equipment, such as ma- 
chinery, tools, dies, jigs, fixtures and 
similar types of property. Usually 
buildings, power plants, furniture and 
fixtures, etc., are not logically subject 
to activity adjustments, except where 
they may have a single purpose usage 
with the operating equipment. 


“ACTIVITY” FOR TAXES 


It is my belief that in many cases the 
question of activity as a factor of de- 
preciation for tax purposes is going 
to require Court litigation unless the 
Bureau of Internal Revenue takes a 
more practical and realistic view of the 
problem. Such cases as have come be- 
fore the Board of Tax Appeals (now 
Tax Court), have rather consistently 
allowed activity and usage as a factor 
of depreciation, where the evidence has 
been properly presented. Subnormal 
activity adjustments have been allowed 
retroactively in adjusting reserves dur- 
ing closed loss years to correct exces- 
sive depreciation claims. 

The policy of the Board in a rather 
old case, but indicative of the decisions 
which may be expected from the Tax 
Court, is indicated by the following 
excerpt from an opinion (Otis Steel 
Company 6 BTA 358): 


















tk * * He took into consideration 
the actual use and extent of operations 
of the plant, the cost and age of the 
various types of depreciable assets; and 
was intimately connected with the re- 
pairs made to the machinery and equip- 
ment each year * * *, 

"A straight line basis for deprecta- 
tion has been adopted by the Com- 
missioner, writing off a specified per- 
centage each year, quite apart from the 
actual conditions affecting deprecta- 
tion. Years when production was prac- 
tically at a standstill have borne the 
same rate as when production was at 
a maximum * * *, 

“We are of the opinion that the 
method used by the petitioner, of es- 
tablishing the depreciation actually sus- 
tained during the years in controversy 
is more accurate and reasonable than 
the one used by the Commissioner.” 


It is my opinion that the facts for 
each company should be carefully and 
honestly weighed, and if the facts sup- 
port an increase in depreciation due to 
increased operations, I believe that 
such claims should be made, and that 
you should be prepared to carry your 
claims to the Tax Court or to the Fed- 
eral Courts as required. The higher 
basis of taxation at present in effect, 
and prospective, should prohibit un- 
fair hardships which result from ar- 
bitrarily denying a reasonable allow- 
ance for wear, tear and exhaustion. It 
is Our Opinion that with an item con- 
sideration of your depreciable assets, 
and an adequate showing of all the 
facts, that a fair and reasonable set- 
tlement may be reached, including op- 
erating activity as a depreciation fac- 
tor. 


Post-WAR PLANNING 


The basis of accounting for war 
facilities has been pretty well estab- 
lished, and relief from excessive bur- 
dens has been provided by Congress. 
Many companies have equipment re- 
quired for pre-war operations that is 
temporarily or permanently unused. 
Most companies will have equipment 
of problematical usage under post-war 
conditions. 

The knowledge of the cost burden 
of continued ownership of that equip- 
ment is essential to management for 
post-war planning. New markets and 
products must be studied to provide an 
outlet for the usage of what might 
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otherwise be termed marginal equip- 
ment, and to permit management to 
reach conclusions on its usage or dis- 
posal. A flexible item property record 
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furnishes the facts to permit you to 
answer these and many other questions 
which are now arising, and will de- 
velop rapidly under post-war changes. 











DUTIES OF A CONTROLLER 
As Defined by Controllers Institute of America 


(Note: Few controllers perform, or are responsible for, all of the duties listed 
here. In determining eligibility of applicants for membership, The Institute inquires 
as to which of the duties listed the applicant performs, or for which he is responsible, 
through assistants. ) 


1. The installation and supervision of all accounting records of the corporation. 

2. The preparation and interpretation of the financial statements and reports of 

the corporation. 

. The continuous audit of all accounts and records of the corporation wherever 

located. 

. The compilation of production costs. 

. The compilation of costs of distribution. 

. The taking and costing of all physical inventories. 

. The preparation and filing of tax returns and the supervision of all matters 

relating to taxes. 

. The preparation and interpretation of all statistical records and reports of the 

corporation. 

9. The preparation, as budget director, in conjunction with other officers and 
department heads, of an annual budget covering all activities of the corpora- 
tion, for submission to the Board of Directors prior to the beginning of the 
fiscal year. The authority of the controller, with respect to the veto of com- 
mitments or expenditures not authorized by the budget, shall, from time to 
time, be fixed by the Board of Directors. 

10. The ascertainment currently that the properties of the corporation are prop- 
erly and adequately insured, 

11. The initiation, preparation and issuance of standard practices relating to all 
accounting matters and procedures and the co-ordination of systems through- 
out the corporation, including clerical and office methods, records, reports and 
procedures. 

12. The maintenance of adequate records of authorized appropriations and the 
determination that all sums expended pursuant thereto are properly accounted 
for. 

13. The ascertainment currently that financial transactions covered by minutes of 
the Board of Directors and/or the Executive Committee are properly executed 
and recorded. 

14. The maintenance of adequate records of all contracts and leases. 

15. The approval for payment (and/or countersigning) all checks, promissory 
notes and other negotiable instruments of the corporation which have been 
signed by the Treasurer or such other officers as shall have been authorized 
by the by-laws of the corporation or from time to time designated by the 
Board of Directors. 

16. The examination of all warrants for the withdrawal of securities from the 
vaults of the corporation and the determination that such withdrawals are 
made in conformity with the by-laws and/or regulations established from time 
to time by the Board of Directors. 

17. The preparation or approval of the regulations or standard practices required 
to assure compliance with orders or regulations issued by duly constituted 
governmental agencies. 


IAW Ww 
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This list of duties is recommended primarily for use by manufacturing 
com panies. 


A short form of by-law for a corporation, defining the duties of a controller, 
which The Controllers Institute of America recommends for adoption, reads, 


The duties of the controller shall be to maintain adequate records of all 
assets, liabilities, and transactions of this corporation; to see that adequate 
audits thereof are currently and regularly made; and, in conjunction with 
other officers and department heads, to initiate and enforce measures and 
procedures whereby the business of this corporation shall be conducted with 
the maximum safety, efficiency, and economy. He shall attend all meetings 
of the Board of Directors and of the Executive Committee and he shall re- 
port to the President and/or the Board of Directors as said Board of Direc- 
tors may prescribe. His duties and powers shall extend to all subsidiary 
corporations and, so far as the president may deem practicable, to all affiliated 
corporations. 


Controllers Institute of America 


One East Forty-Second Street New York City 

















A question relative to the relationship 
between salaries paid to the so-called 
“white collar” group and rates of pay for 
factory workers was recently propounded 
by a member of The Controllers Institute 
of America. The reply to the inquiry, 
which is reproduced on the next page, by 
Mr. James E. McMullen, chairman of The 
Committee on Technical Information and 
Research of The Controllers Institute of 
America, follows: 


Seventeen replies were received from 
members of the Committee. Of those who 
replied directly, one way or another, to 
the question, the bulk of them agree that 
the rates paid to office workers are now be- 
ing pushed upward by changes which have 
been made in wage rates to the factory 
groups. The replies received were very in- 
teresting, and several of the letters touch 
upon matters affecting employee relation- 
ships and salary rates other than the one 
inquired about. 

Following are pertinent excerpts from 
those members of the Committee who 
agree with the statement made in your let- 
ter that salary rates now tend to follow ad- 
justments made to factory workers: 


From a Pacific Coast Company 


“We operate a large number of plants with 
sales offices in nearly every state in the Union, 
and the progress of union wage rates is 
steadily upward and has been materially 
greater than salary rates for so-called “White 
Collar” group. It has been necessary to have 
our plant office personnel rates follow closely 
the increases given to unions. There has 
been, in the past, a close relationship between 
plant, division and main office clerical sal- 
aries with, of course, a differential based on 
the town and area in which the particular 
office or plant is located. 

“Based on my knowledge of other com- 
panies’ experience in this area, I would say 
that the enquirer’s experience is an indica- 
tion of the general trend. Union factory 
rates go up, factory office adjustments are 
made at the same time or shortly thereafter 
on a proportionate basis, and then the sal- 
aries of our traveling auditors and other fac- 
tory contact people, other than executives 
who work out of main office, have to be 
adjusted to keep them on a comparative 
basis. This, in turn, makes it necessary to 
adjust our main office clerical personnel.” 


From a New York Concern 


“Our experience prior to the war, I would 
say, is very similar to the conditions noted 
and as far as factory operations are con- 





cerned the same tendency is apparent al- 
though our factory is not unionized. Because 
of considerable overtime activity, however, 
the weekly envelope of factory workers has 
considerably increased in addition to increase 
in rates to follow local trends. This has 
forced the upward level of factory office 
salaries.” 


From a Southern Concern 


“There has been a growing tendency to 
increase the factory office staff from clerks 
on up, in line with labor union contract in- 
creases.” 


From a Concern Located on the East 


Coast 


“We find that salaries of the office forces 
located at the various plants have tended up- 
wards as the factory workers’ average rates 
increased. On the other hand, at those of- 
fices not located at the plants the rates have 
not advanced as rapidly.” 


From a Middlewest Manufacturing Con- 
cern 


“The policy at our principal office has been 
to try to match up increases in the office 
personnel with the general increases issued 
in the plant. This is not always practical 
for the reason that more merit increases are 
given to office workers than to factory work- 
ers, where increases come about through ne- 
gotiation, except for automatic increases for 
length of service or reclassification of jobs. 
However, we did try to measure the per- 
centage increases in the factory over a two- 
year period, and in all cases where office 
workers had not received a comparable per- 
centage increase, the brackets were revised 
and brought up to the same percentage of 
increase.” 


From a Southwestern Com pany 


“In the past our companies have not re- 
lated salaries of the general office employees 
with those of the district offices. The sal- 
aries have been based upon the general range 
of salaries in the particular territories. 

“However, we have had some recent union 
activities in our districts away from the gen- 
eral office whereby the unions have requested 
general increases in rates of pay. These in- 
creases have not yet been approved by the 
War Labor Board and, therefore, we do not 
know what the final outcome will be. It 
would be our policy that, if the War Labor 
Board approved a general increase for cer- 
tain districts on our system, we would ask 
for a like consideration for all other em- 
ployees on the system, which would result 
in the situation mentioned that any general 
adjustments in salary rates in branch offices 
would necessarily affect the establishment of 
salary rates in the general office.” 


From a Northern Pacific Coast Company 


“Whereas sometime ago, when we found 
it necessary to change the rate structure at 
the general office, we did examine into the 
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Relationship between “White Collar’ 
Salaries and Factory Worker Pay 
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rates for the branches and the plants. During 
the last year and one-half, or as early as 194] 
we found the changes in rates at the fac. 
tories to hourly workers would have made an 
inequality if we had not also changed rates 
to straight time employees doing clerical or 
administrative work. As we either changed 
the hourly rates or foresaw that we would 
soon do so, we changed the straight time 
rate structure for the entire organization 
both factories and general offices.” : 


The experience of the following mem. 
bers of the Committee has not been com- 
parable to yours: 


From a Southeastern Com pany 


“We have found that wage adjustments are 
entirely local and have not had any effect 
on salaries at our Head Office. We operate 
approximately forty factories and have found 
that increases to factory workers have had 
almost immediate effects as far as the factory 
office workers are concerned. Increases 
granted to workmen have necessitated adjust- 
ments to superintendents, and particularly 
foremen and factory office clerks. As already 
stated, these have been local problems only 
and there have been no _inter-relationships 
with other factories or with the Head Office. 

“Prior to the freezing order we had made 
certain adjustments to our Head Office sal- 
aries, but they were entirely without refer- 
ence to anything done at the respective fac- 
tories, and it has never been necessary or 
practical for us to have salary or wage pol- 
icies that would be common to all of our 
locations.” 


A UNIQUE SOLUTION 


A New York concern has solved this 
question in a rather unique manner from 
the standpoint of employee psychology: 


“So far as my own company is concerned, 
we had no union until a month ago, other- 
wise no doubt we would also have the prob- 
lem that your inquirer submitted. 

“The union with whom we have signed a 
contract, however, consists only of produc- 
tion, maintenance and warehouse employees, 
and definitely excludes white collar workers. 
At the present time, the rates for white col- 
lar workers, whether in the factories or the 
home office are greater per hour than the 
factory workers, but not greater in the take- 
home amounts by reason of the overtime in 
the factories and the lack of it in the office. 
There have been very few complaints on this 
factor and when it has arisen, we have han- 
died it by offering to transfer to the fac- 
tory, those office workers who have expressed 
dissatisfaction. So far, not one office worker 
has accepted the invitation to don respiratory 
mask and overalls when they realize that 
their rate is higher and that the only reason 
more money is made by the factory workers 
is because of longer hours. This applies to 
both males and females, as both sexes are 
employed in the factories. It is also pointed 
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out that the office worker has a permanent 
position, is paid for absences caused by sick- 
ness and deaths in the family and has two 
weeks vacation instead of one, advantages 
withheld from the factory worker.” 


In a Pacific Coast company all of the 
employees who are subject to the Wage 
and Hour Law are eligible for union mem- 
bership, including office workers. Union 
ressure has been somewhat uniform as 
to both groups of workers, as is shown 
by the following excerpt: 


“Our problem, however, is not strictly 
comparable to that presented. In our organi- 
zation, all employees except those exempt 
from the overtime provisions of the Wage 
and Hours Act are eligible for union mem- 
bership. As a result, a majority of our office 
workers are members of our recognized bar- 
gaining agency. This is not the usual con- 
dition found in our industry. Consequently, 
efforts to stabilize wages within the industry 
have been confined almost entirely to factory 
jobs. Where wage matters have been _han- 
dled upon an individual job basis, discus- 
sions have been in most instances confined to 
factory positions. In those instances, how- 
ever, where general increases have been 
granted to all union members, the office em- 
ployees eligible for union membership have 
benefited. It is obvious, then, that there has 
been some extra pressure exerted on the 
wages of factory workers, but also that the 
efforts of our union have not been confined 
to the factory workers.” 


“FORGOTTEN MEN” 


A number of the replies received indi- 
cate that there is a strong feeling that the 
salary group of workers are the ‘forgotten 
men’ in the present situation. Several in- 
teresting comments have been made on 
this subject, excerpts from which are as 
follows: 


“In our own case, it has been our im- 
pression that the monthly salaried employees 
in the lower brackets have been the ones 
to suffer most. We are cognizant of this 
condition and are at present making a sur- 
vey to determine how prevalent the condition 
is and what steps should be taken to effect 
a correction. Whether or not salary increases 
can be granted because of intra-plant in- 
equities is a moot question in view of the 
President’s recent all-out stand against in- 
flation. Of course, if such increases cannot 
be granted, we are left in an untenable posi- 
tion. What steps can be taken to amend the 
situation, should it occur, are not obvious 
at this moment.” 


“In reviewing the trend of salary and wage 
tates obtaining in the past, particularly in the 
eatlier years, it is clearly evident that the 
employees affiliated with unions, which rep- 
resent practically all of our employees work- 
ing in other than office positions, have fared 
much more favorably than have non-union- 
ized office workers. However, in the past five 
or more years the management has attempted 
to handle salary and wage increases as be- 
tween union and non-union employees on a 
more equitable basis.” 


_ “Previous to the war there was some con- 
sideration given the general office staff, but 





THE QUESTION: 


“‘To my mind one of the major prob- 
lems of management is the proper han- 
dling of employees’ compensation. Re- 
cently this phase of business has been 
especially difficult to administer, par- 
ticularly because under conditions that 
have existed in the recent past, unions 
have been unusually successful in in- 
creasing membership and in negotiating 
higher wages. 

“It is probably true that the prog- 
ress made by the unions has caused in- 
creases in wage rates of factory work- 
ers relatively greater than the increases 
in the salary rates of the so-called 
‘white collar’ group. In our particular 
case the union negotiation of higher 
rates of pay for our factory workers has 
tended to increase the pay of the 
‘white collar’ workers in the factory 
office to a greater extent than our 
policy of pay-roll administration in- 
creased the salary rates of ‘white collar’ 
workers not located adjacent to the 
factory. 

“‘l have been under the impression 
that for the most part companies, 
which had offices in several locations 
(including of course offices at their 
factories) were generally inclined to 
relate the salaries of the clerical and 
stenographic workers in their offices 
and factories to the rates that were 
established for such types at the prin- 
cipal office. If our experience is any 
indication of the general trend, it 
would seem that the reverse of this 
theory may apply, that is, instead of 
salary rates being determined at the 
principal office and extended out 
through branches to the _ factory, 
changes in rates paid for factory jobs 
will bring about changes in factory 
‘white collar’ salary rates, which in 
turn will affect changes in salary rates 
at the principal office. 

“| know it would be helpful to me to 
know whether the conditions referred to 
are fairly general and to know how a 
representative number of other com- 
panies have handled them. Any help 
you can give me in this connection will 
be appreciated.”’ 

‘ 











since the war the general office staff has not 
received the same consideration as the fac- 
tory staff.” 


“The so-called ‘white collar’ group have 
certainly not progressed as rapidly as they 
should have as far as salaries are concerned, 
and it seems to me that this certainly is the 
fault of management in not seeing that 
‘white collar’ workers are properly com- 
pensated due to the rising cost of living.” 


“Increase in wage rates of Factory Work- 
ers have been relatively greater than in- 
creases in the salary rates of the so-called 
‘white collar’ group. The average weekly 
takeout of the Factory Workers is approxi- 
mately 10% higher than the average weekly 
takeout of the ‘white collar’ workers.” 


Two members of the Committee com- 
ment on the problem created, as between 
salaries paid to exempt and non-exempt 
workers, by reason of the directive requir- 
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ing a 48-hour work week schedule. These 
comments are interesting, and are quoted 
as follows: 


“Industry is supposed to work on a 48- 
hour basis in certain critical areas, and we 
happen to be in one of those critical areas, 
with the following result: Wages are paid 
at time and a half rate above forty hours, 
which is perfectly all right, but this brings 
up the problem as to what to do with Ad- 
ministrative and Executive employees who do 
not come under the Wage and Hour Law. 
If we pay this class of employees time and 
a half over forty hours, we are violating 
the law by increasing their compensation. 
Then, on the other hand, if we ask the same 
class of employees to work 48 hours a week 
and we do not pay them anything for the 
additional 8 hours, then we are again violat- 
ing the law because that is definitely a cut 
in the compensation paid these men.” 


“At the present time, considerable thought 
is being given to the manner of adjusting the 
remuneration of office employees who have 
been, and are, classified as being exempt from 
the Federal Wage and Hour Law, and whose 
work week has recently been increased by 
four to eight hours. As you are aware, the 
United States Treasury Department has juris- 
diction over the salaries of the employees so 
classified. 

“One would be inclined to believe that a 
company should be permitted to remunerate 
such exempt employees on a straight-time 
basis for the increased number of hours 
worked each week without requesting the 
Treasury Department’s authorization to do 
so, but the consensus here is to the contrary. 
It is readily to be appreciated, if some recog- 
nition is not given to these exempt em- 
ployees in the form of increased salary that 
in a number of instances non-exempt em- 
ployees (who automatically will be paid 
time and one-half for all time worked over 
forty hours per week) will be remunerated 
on a higher basis than are the supervisors, 
department heads, etc., to whom they re- 
port.” 


Jos EVALUATION PLANS 


Several other members of the Commit- 
tee give credit to job or position evalua- 
tion plans which have permitted them 
to avoid a good many problems in which 
salary rates are involved. These comments 
are quoted as follows: 


“This company has had very little of the 
experience referred to, having adopted some- 
time ago a plan of job classification. Where 
jobs have been classified and rated, the re- 
lation of one group to another fades in the 
background when the individual performance 
on the job comes to the forefront.” 


“The problem became acute last Fall with 
the shrinking labor market and the granting 
of increases to some employees simply be- 
cause they were the loudest talkers. This 
created a situation of variation in salaries 
and it soon dawned on us that the system we 
thought so wonderful before had no means 
of measuring what we were buying from our 
employees or for paying them on a basis of 
ability or job requirement. Our answer to 


(Please turn to page 413) 











Corporate Contributions to Charity 


Report of The Committee on Technical Information and Research 


A recent question by a member of The 
Controllers Institute of America, con- 
cerned methods used by corporations (a) 
to determine the total amount of allow- 
ances for charitable purposes, and (b) 
the methods used to allocate such amounts 
either to organizations or to locations. The 
inquiry appears on a subsequent page. 
The reply to it, by Mr. James E. McMul- 
len, chairman. of The Committee on Tech- 
nical Information and Research of The 
Controllers Institute of America, follows: 


Generally, it appears that corporations 
use no specific method or formula in ar- 
riving at the amounts which they con- 
tribute to charitable organizations. The 
only definite formula used by the com- 
panies represented on the Committee is 
that of an amount based upon the number 
of employees. Several companies also al- 
locate their total budget for charitable 
purposes to their different plant locations 
based upon the number of employees. In 
most cases the amount of such budget is 
determined largely by custom, by a quota 
established for a particular company by 
the charities involved, or based upon the 
companies appraisal of the needs of the 
charity involved, varied in particular years 
by the current prosperity of the contribut- 
ing company. 

Following are pertinent excerpts from 
replies received from two companies using 
the employee formula. Both of the com- 
panies are situated on the east coast. 


“This company limits its charitable con- 
tributions to the locations of major opera- 
tions. It does not take in branch offices. The 
measuring stick which we have used is a 
dollar for each employee at the major loca- 
tion. The split of this amount has then been 
made arbitrarily based on the opinion of the 
management as to the needs of various chari- 
table organizations.” 


“Our general policy is to make an allot- 
ment, based on the number of employees, 
and distribute it, based on the need and im- 
portance of charities involved, and to some 
extent on the kinds of services the organiza- 
tion renders. 

“At the moment, our budget is developed 
on an amount slightly under $1.00 per year 
per employee and slightly more than one- 
half of this is contributed to the United War 
& Community Fund. Another large item is 
the contribution to the American Red Cross 
and the balance covers about 20 other bene- 
ficiaries. As a matter of fact at the moment 
approximately 80% of our contributions are 
for services connected with the war effort.” 


Four of the companies require formal 
action by the board of directors or exec- 
utive committee approving the total 
amount of donations. The replies are: 


From an East Coast Company 


“The General Manager of each division at 
the beginning of each year is required to sub- 
mit to Head Office his own recommendation 
regarding the nature and amounts of dona- 
tions to be made for that year. The amount 
of each donation is based chiefly on the local 
community importance of each division and 
the related objectives of and the benefits to 
be derived from the charitable or other or- 
ganization concerned. No yardstick such as 
sales or investment is applied.” 


From an East Coast Company 


“Our Board of Directors authorizes a total 
amount for each year. This has no relation 
to sales volume but consideration is given to 
the importance of the charities involved and 
the services they render. The amount is 
usually based upon previous years’ contri- 
butions with adjustments for any changes 
in circumstances,” 


From an East Coast Company 


“We have a rather elastic policy. The to- 
tal amount of money is fixed by the Board of 
Directors, depending upon the estimates of 
profit and regardless of any charities. We 
then allocate approximately 15% each to 
the Executive Office and the Sales Division, 
and we split the balance on a “Hands Em- 
ployed” basis among the various plants.” 


From a West Coast Company 


“Under normal conditions, the amount 
contributed is fairly uniform; however, 
definite weight is given by the Executive 
Committee each year to our general busi- 
ness conditions as well as the need of the 
organizations receiving the donations.” 


Six of the members of the Committee 
replied that the amounts donated by their 
companies are determined by reference to 
the needs of the particular charities. Ex- 
cerpts from their letters are as follows: 


From a Middlewest Company 


“The amount of allowance is determined 
by our executives, in which they undoubtedly 
take into consideration their particular in- 
terest in the form of charity being consid- 
ered, the amount of expected contributions 
from other concerns in the locality involved, 
and the amount of the budget of the charity 
as compared with the budgets of other chari- 
ties. Undoubtedly an important factor is the 
amount that was given in previous years.” 


From an East Coast Company 


“The allowance for charitable purposes is 
based on the need and importance of the 
charities involved, together with the kinds 
of services rendered. The amount, as a gen- 
eral rule, is naturally governed by current 
earnings.” 
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From an East Coast Company 


“Mainly, contributions are made on the 
basis of the need, importance and service 
rendered by charitable organizations. The 
amounts contributed are determined from 
year to year by the various officers as the 
need arises for same.” 


From an East Coast Company 


“Total amount allowed for charitable pur. 
poses varies with outside need and ‘Company 
prosperity. No relationship is established 
with respect to sales volume on profits.” 


From a West Coast Company 


“The amount appropriated is a more or 
less arbitrary figure and on such considera- 
tions as: (a) The Company’s current financial 
ability to make contributions when weighed 
in relation to the Company’s obligation to 
the community; (b) the degree of need of 
the charitable organization, and (c) the tax 
situation with reference to contributions,” 


From a Southwestern Company 


“Total amount of allowances for charita- 
ble purposes is determined by the manage- 
ment on the basis of the importance of the 
charity involved and the kind of service it 
renders. Contributions are made to nonsec- 
tarian institutions only.” 


DONATIONS BUDGETED 


Two companies establish budgets or 
appropriations in advance. Excerpts from 
their letters are as follows: 


From a Company Located in the South 


“How to handle requests for donations has 
become a problem. The war has increased 
the request for donations. We do a national 
business and get inquiries from our cus- 
tomers for many of the metropolitan drives. 
Each is weighed carefully by the Sales De- 
partment and our officers, and they try to 
disburse the funds so that all worthy re- 
quests are considered. Local campaigns such 
as the War Chest, Community Chest and Red 
Cross donations are kept in line with the 
trend of donations of similar manufacturing 
concerns. We have tried to budget our- 
selves to $5,000 a year, the figure we arrived 
at a number of years ago for this purpose.” 


From a Pacific Coast Company 


“As the budgets are being made up for 
the coming year, which are usually from 
October to December, we review the amount 
of the payments made during the current 
year, forecast the possibility of additional 
needs of some of the agencies to which we 
have been contributing and from that set a 
budget for the coming year. These amounts 
are furnished to ‘the branch managers and 
the plant managers and may be subscribed 
by them without further contact with the 
General Office when the subscription cam- 
paigns are in process. If any unusual condi- 
tions arise in any outlying territory, the mat- 
ter may be presented and handled on metit. 

“We usually estimate a small amount for 


(Please turn to page 400) 
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. "He thinks he's figured out a new 
oS accounting machine using the 
telephone dial!" 

















PTOMETER EQUIPMENT! 
you can RENT com 





e Put the phone back on the hook, George, and quit worrying. Because even 
if your priority doesn’t permit you to buy Comptometer calculating machines 
these days, you can rent them for limited periods of time. 


* Use that telephone to call your local Comptometer Co. representative. He’ll 
be glad to explain this important and economical service. The Comptometer is 
made only by the Felt & Tarrant Mfg. Co., 1734 N. Paulina St., Chicago, Il. 


C O M PTO vi ETE R ADDING-CALCULATING MACHINES AND METHODS 


REG. U. S. PAT. OFF. 
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Timely Subjects and Authoritative Speake; 


September 19-22, I9 
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The Subjects: 


What Is Ahead in Social Security? Monday Morning 


Employment Security—-Whose Responsibility? 


For More Freedoms Monday Luncheon 


Contract Renegotiation Monday Afternoon 


Renegotiation Problems of the Machine Tool 
Industry 


Renegotiation from the Subcontractors’ View- 
point 


Renegotiation: Past, Present and Future 


Termination of War Contracts Monday Afternoon 


Cancellation Policies 


Accounting Problems in Terminations 


The National Debt Monday Evening 


A special conference on this subject. 


In addition, 16 special Industry Conferences will be held 
on Monday evening in these fields: Automobiles and Air- 
craft, Banking, Chemicals, Construction, Food, Hotels, In- 
surance, Iron and Steel, Machine Tools, Paper, Petroleum, 
Public Utilities, Publishing, Radio and Electrical Products, 
Textiles, and Transportation. 


Group Conferences: Tuesday Morning 


Controlled Materials Plan 
Federal Reports and Questionnaires 


Financial Reports for Stockholders and Em- 
ployees 


Manpower Problems 

Pension Plans 

Postwar Reserves 

Ration Accounting 

Wage and Salary Stabilization 


Postwar Problems of American Tuesday Luncheon 


Industry 


The SEC’s Administration of the 
Securities Acts 


Tuesday Afternoon 


Controllership Phases of Postwar Tuesday Afternoon 


Problems 
The Long-Time Postwar Problem 


How to Solve the Problem of the Future of 
the Average American Corporation 


Facts, Figures and Promises Tuesday Evening 


Taxation Now and After the 
War 


The Tax System Necessary for a Healthy 
Postwar Economy 


Wednesday Morning 


Section 722: Principal Difficulties 


Tax Policies and Economic Wednesday Luncheon 


Stability 


Taxation Now and After the 
War (continued) 


Withholding Tax 
What’s Wrong with Federal Taxes? 


Wednesday Afternoon 





NOW IS THE TIME 


1. To make travel reservations. 

2. To make hotel reservations for the Twelfth 
Annual Meeting of The Controllers Institute of 
America, to be held in New York, at the Hotel 
Waldorf-Astoria, September 19-20-21-22, 1943. 


Because of the present travel and hotel room 
problems, the Executive Committee for the An- 
nual Meeting of The Institute urges prompt at- 
tention to these matters on the part of every 
prospective delegate. 
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| Waldorf-Astoria, New York 


blight Controllers’ Twelfth Annual Meeting 








The Speakers: 


MR. JOHN AIREY 
President, King-Seeley Corporation, Detroit 


MR. HERMAN C. BIEGEL Tuesday Morning 
Attorney; Alvord & Alvord, Washington, D. C. 


MR. CHARLES H. BROOK Tuesday Morning 
Goodyear Tire &G Rubber Company, Akron, Ohio 


MR. A. B. CHAPMAN Wednesday Morning 
Partner; Alvord & Alvord, Washington, D. C. 


MR. ARCHER E. CHURCH 
Controller, ‘“Newsweek,’’ New York 


MR. ERNEST L. COLEGROVE Tuesday Morning 
Second Vice-President, Guaranty Trust Company, New York 


MR. CLARENCE COLLENS Monday Afternoon 
President, Reliance Electric and Engineering Company, Cleve- 
land, Ohio 


MR. W. J. DONALD Tuesday Morning 
Managing Director, National Electrical Manufacturers Asso- 
ciation, New York 


MR. NORMAN DUEHRING Tuesday Morning 
Specialist in Field Operations, War Production Board, Wash- 
ington, D. C. 
MR. R. J. EGGERT Tuesday Morning 
Assistant Director of Marketing, American Meat Institute 


DR. PAUL W. ELLIS Wednesday Luncheon 
National Industrial Conference Board, New York 


MR. VIRGIL P. ETTINGER 
Attorney and Tax Consultant, New York 


MR. JOE GIBSON 
The Rath Packing Company, Waterloo, lowa 


MR. HARRY C. GRETZ Wednesday Evening 
Assistant Comptroller, American Telephone & Telegraph 
Corapany, New York 


MR. WALTON C. GROCE Tuesday Morning 
Deputy Chief, Education and Inquiry Branch, Washington, 
D: ¢. 


Tuesday Afternoon 


Monday Evening 


Wednesday Morning 


Tuesday Morning 


MR. NOEL HALL Tuesday Evening 
Minister of Economic Warfare of Great Britain 


MR. RALPH V. HART Monday Evening 
Vice-President and Controller, Douglas Aircraft Company, 
California 


HONORABLE ALBERT W. HAWKES 
United States Senator from New Jersey 


MR. W. L. HEARNE Wednesday Afternoon 
Tax Supervisor, United States Steel Corporation, New York 


MR. STANLEY HIGH 
Roving Editor of ‘‘Reader’s Digest’’ 


MR. N. E. HORELICK Tuesday Morning 
Director, Group Annuities, Equitable Life Assurance Society 
of the United States, New York 


MR. THEODORE W. KHEEL Tuesday Morning 
Regional Chairman, Region 2, War Labor Board, New York 


MR. CHRISTIAN E. JARCHOW Monday Evening 
Vice-President and Controller, International Harvester Com- 
pany, Chicago 
MR. MALCOLM JOHNSON Monday Evening 
Executive Vice-President, Doubleday, Doran and Company, 
New York 


MR. WILBUR F. LAWSON Tuesday Morning 
Vice-President and Comptroller, First National Bank of 
Boston 


Tuesday Evening 


Monday Luncheon 


MR. OSCAR N. LINDAHL Tuesday Morning 
Vice-President—Finance, Carnegie-Illinois Steel Corpora- 
tion, Pittsburgh 


MR. CHARLES B. LUNSFORD Monday Evening 
Auditor, Equitable Life Assurance Society of the United 
States, New York 


MR. ROSWELL MAGILL Wednesday Morning 
Attorney; Cravath, de Gersdorff, Swain & Wood, New York 
Former Under-Secretary of the Treasury 


MR. WARREN M. MAULE Wednesday Afternoon 
Secretary and Treasurer, Petroleum Finance Corporation of 
Texas, New York 


MR, PETER H. MAY Monday Evening 
Vice-President and Comptroller, Maryland Casualty Com- 
pany, Baltimore 


MR. LOUIS R. MENAGH Monday Evening 
Controller, Prudential Insurance Company of America, New- 
ark, New Jersey 


MR. WALLACE T. MONTAGUE Tuesday Afternoon 
Vice-President, Norton Company, Worcester, Massachusetts 


MR. DUNDAS PEACOCK Monday Afternoon 
Controller, Elliott Company, Jeannette, Pennsylvania 


MR. LEWIS C. PERKINSON Wednesday Afternoon 
Assistant Treasurer and Controller, American Cyanamid Com- 
pany, New York 


MR. PAUL A. RAUSHENBUSH Monday Morning 
Director, Unemployment Compensation Department, Indus- 
trial Commission of Wisconsin 


MR. STUART A. RICE Tuesday Morning 
Assistant Director, Bureau of Budgets, Washington, D. C. 


BRIGADIER GENERAL WILLIAM C. ROSE Tuesday Morning 
Chief, Executive Services, War Manpower Commission, Wash- 
ington, D. C. 


MR, F. W. RUTHERFORD Monday Evening 
Assistant Secretary, North British and Mercantile Insurance 
Company, New York 


MR. JAMES Y. SCOTT Monday Afternoon 
President, Van Norman Machine Tool Company, Springfield, 
Massachusetts 


MR. PAUL E. SHORB Monday Afternoon 
Attorney; Covington, Burling, Rublee, Acheson & Shorb, 
Washington, D. C. 


MR. ALBERT L. SMITH Monday Afternoon 
Vice-President, Franklin Machine & Foundry Company, 
Providence, Rhode Island 


MR. CLAUDE STROUP Tuesday Morning 
Manager Industrial Department, Brooklyn Chamber of Com- 
merce 


MR. A. H. SYPHER Tuesday Luncheon 
Assistant Managing Editor, ‘‘Nation’s Business,’’ Washing- 
ington, D. C. 
MR. ENDERS M. VOORHEES Tuesday Morning 
Chairman, Finance Committee, United States Steel Corpora- 
tion, New York 


MR. HENRY Z. WALCK Monday Evening 
Treasurer, Oxford University Press, Incorporation, New York 


MR. HARRY H. WEINSTOCK 
Auditor, ‘New York Times,’’ New York 


MR. IRA S. WILSON Monday Evening 
Vice-President, Brewster Aeronautical Corporation 


Monday Evening 
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CHARITY CONTRIBUTIONS 
(Continued from page 396) 











contingencies: which is not allocated to any 
particular budget but is controlled by one 
of the executives of the Company; and if 
any unusual demands arise they are presented 
to him, and he makes some allowance out 
of the estimated amount which had been 
planned to handle those items during the 
year involved.” 


Two of the companies determine the 
amounts of their donations by reference 
to the quotas which are assigned to them 
by the charitable organization, or by ref- 
erence to the total amount to be raised. 


From a Middlewest Company 


“The amount of all such contributions is 
more or less determined in a “hit” or “miss” 
fashion, especially with respect to a minor 
charity. With regard to contributions to 
United War Fund, local Community Chest or 
Red Cross I wish to suggest that the corpora- 
tion might find it advisable to underwrite a 
certain proportion of the quota to be raised. 
I realize that there is no hard and fast 
method by which a corporation may de- 
termine what portion of the fund should be 
paid by themselves, except the officers may 
have in their own minds an idea of their 
relative importance in the community by 
which to determine their share of the funds 
to be raised.” 


From a Middlewest Company 


“As is the case in most fund raising proj- 
ects, the quota is usually set for us by the 
committee in charge of the drive, and it is 
practically impossible to change that method 
because of the necessity of raising the re- 
quired amount of the quota. My feeling, 
however, is that the question is a very im- 
portant one and should receive a lot of con- 
sideration because of the size of the dona- 
tions we are now required to make for 
various war relief and other agencies—all of 
which have been increased materially.” 


Amounts donated in previous years 
seem to control the contributions of the 
following three companies: 


From a Pacific Northwest C om pany 


“This company has generally followed the 
practice of making such annual contribu- 
tions on a relatively consistent basis, both as 
to the amounts given each charitable institu- 
tion and as to the divisional allocation 
thereof corporatewise.”’ 


From a Middlewest Company 


“Our Company has never had a very 
scientific method of controlling charitable 
contributions. There are certain charities 
that we have been in the habit of donating 
to for many years and the amounts have been 
adjusted to the prosperity the company is en- 
joying at the time. The cost of donations has 
never been unreasonable in our case and I 
doubt if one can be too scientific about the 
whole thing. Many charitable drives are 
created without warning and because of 
Civic pride one must donate. The best 
guardian is to have a Treasurer like ours 
who can say no without blinking an eye.” 


THE QUESTION: 


“Relative to the practice of 
representative companies in 
administering and controlling 
charitable contributions, | would 
like information as to corporate 
practices with regard to the fol- 
lowing: 

(a) How the total amount of 
| the allowance for charitable 
| purposes is determined; i.e., 
whether your companies 
base the total of their 
charitable donations upon 
| sales volume, the need or 
importance of the charities 
involved, or the kinds of 
services the charitable or- 
ganizations render. 
| (b) The method, if any, used to 
| allocate the total amount 
| approved for distribution as 
between charitable organi- 
| zations or as between lo- 
cations (presumably, the 
term “‘locations” has refer- 
ence to different locations 
of the company involved). 


“Will you be kind enough to 
let me have your experience or 
your views relative to this mat- 
ter.” 











From an East Coast Company 


“It would not be right to double a pre- 
vious gift or to add another charity merely 
because sales had doubled. The way I would 
handle this matter would be to have a list 
of what had been done the year before; go 
over this list carefully and decide whether 
any changes should be made; then give con- 
sideration to any additions to the list, and 
finally, appropriate a few thousand dollars 
for those organizations whose requests con- 
stantly arise during the year and which are 
difficult to refuse—those letters from cus- 
tomers asking for fifty dollars for this or 
that home town charity the customer is a 
trustee of and so forth.” 


The following quotation describes the 
procedure of an East Coast Company 
which requires the approval of charitable 
donations by a committee: 


“There is never any definite sum set as to 
the amount of our donations, but we do con- 
tribute liberally to any organization where 
the need arises that this particular organiza- 
tion needs relief. 

“Requests for donations must always be 
made to the company in writing, and if it is 
for a small amount it will be passed upon by 
one of the officials of the organization. If, 
however, the request is for a sizeable amount, 
it is taken up in a Committee, and the 
amount is determined at that particular 
time.” 


The Controller, September, 1943 


The following middlewest Company 
apparently has no definite policy: 


“We do not seem to have any definite 
policy with respect to the basing of our 
charitable donation upon sales volume, etc. 
In general, we make contributions to the 
Red Cross, Community Chest, Firemen and 
Police Fund, Tuberculosis, and other chari- 
table institutions of similar worthy cause. 

“Our practice seems to be, although it is 
not defined, to give more heavily to the Red 
Cross and Community Chest than to any 
other organization. Since we operate two 
separate and distinct units which are com- 
plete in themselves and which are more or 
less equal in size, we give about equally 
from each unit. Generally we frown upon 
giving to political or charitable organiza- 
tions which appear a little “phony” but the 
generally known organizations, such as the 
Red Cross, Boy Scouts, Community Chest, 
etc., we support all the time.” 


QUESTION OF PROPRIETY 


The question of the propriety of mak 
ing charitable contributions by corpora- 
tions was raised and discussed by three of 
the Controllers who replied. It is an in- 
teresting and somewhat perplexing point. 
Excerpts from their letters are as follows: 


From an East Coast Company 


“The approval of our Board of Directors 
is always made subject to the contribution or 
donation being made to an organization 
which is of such a nature as to benefit the 
Company. In other words, it is the legal 
point of view that a corporation can make 
donations only in such cases where they will 
inure to its benefit.” 





“One of the things that is bothering this 
company is the question of just how far may 
a corporation go in making contributions and 
how much authority do we have to spend 
the stockholders’ money for this purpose. I 
do think there is a limit beyond which we 
certainly cannot show any direct benefit to 
the corporation, which should be one of the 
governing factors in making any kind of a 
contribution. 

“Then, again, we have the question of do- 
nations to purely local relief agencies when 
we have stockholders all over the United 
States. This last question, of course, would 
not be involved in the matter of contribu- 
tions to the Red Cross and other national 
agencies, but it should be rather pertinent 
on local drives, such as the local community 
chests. For my own guidance, I should like 
very much to see this matter discussed in 
more detail in one of the next issues of THE 
CONTROLLER.” 


From an East Coast Company 


“This company has taken the attitude that 
charitable contributions are difficult to justify 
from the point of view of the stockholders 
and we therefore keep them at a minimum 
by making them on a local basis, and by 
limiting them to Community Chest.” 


Aside from the allocation basis hereto- 
fore mentioned, namely, that based upon 
the number of employees, there appar- 
ently is no definite formula used by the 
majority of the companies, as is to be 
noted from the following excerpts from 

(Please turn to page 411) 
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Announcing the 2nd Annual 


Institute on Federal Taxation 
September 20-September 29, 1943 


to be held at New York University, Washington Square Center, 
New York, N. Y. 





Nine days of lectures and discussions of topics and problems in Federal taxation, 
for tax specialists, accountants, attorneys, bank and trust officers, executives. 
Morning and afternoon lectures followed by dinner-discussion sessions. 


THE TOPICS 

Sept. 20 (a) Current Payment Tax Act Other than 
Withholding Provisions, (b) Income Tax Decisions 
of Last Year 

Sept. 21 (a) Installment House and Department Store 
Tax Problems, (b) Profit Sharing and Pension 
Trusts, (c) Tax Procedure 

Sept. 22 (a) Tax Problems of Banks, (b) New Legis- 
lation, (c) Valuation Problems 

Sept. 23 (a) Corporate Trustees’ Problems, (b) Estate 
Planning, (c) Insurance Problems 

Sept. 24 (a) Problems Arising from Wage and Salary 
Stabilization, (b) Relief Claims Under Excess Prof- 
its Law 

Sept. 25 All day Clinic on Section 722 


Sept. 27 (a) Foreign Taxes and War Losses, (b) Re- 
organizations, (c) Supplement C 

Sept. 28 (a) Lumber, Oil and Mining Company Taxes, 
(b) Income Credit Problems and Supplement A, 
(c) Invested Capital Problems 

Sept. 29 (a) Consolidated Tax Returns, (b) Minimiz- 
ing Excess Profits Taxes, (c) Unusual Excess Profits 
Tax Problems 





AMONG THE LECTURERS 

J. K. Lasser, Chairman; Sydney A. Gutkin, Att’y.; Wil- 
bur H. Friedman, Att’y.; John W. Drye, Jr., Att’y., (Lar- 
kin, Rathbone, Kelley & Drye); Allin H. Pierce, Att’y., 
(Carter, Ledyard & Milburn); Weston Vernon, Jr., Att’y., 
(Milbank, Tweed & Hope); Stanley S. Surrey, Att’y., 
(Treasury Department); Montgomery B. Angell, Att’y., 
(Davis, Polk, Wardwell, Sunderland & Kiendl); David B. 
Chase, Att’y., (J. K. Lasser & Co.); Edmond N. Cahn, 
Att’y.; Harry Silverson, Att’y., (Meyer, Wallach & Silver- 
son); Kenneth W. Gemmill, Att’y., (Barnes, Dechert, Price 
& Smith); Thomas M. Wilkins, Att’y., (Washington, D. C.); 
Paul D. Seghers, CPA; Merle H. Miller, CPA, (Ross, Mc- 
Cord, Ice & Miller); H. Kenneth Marks, CPA, (J. K. Las- 
ser & Co.); Mitchell B. Carroll, Att’y.; Leo H. Hoffman, 
Att’y.; Vincent H. Maloney, CPA & Att’y., (Alvord & 
Alvord); Henry B. Fernald, CPA, (Loomis, Suffern & 
Fernald); Ewing Everett, Att’y., (Miller & Chevalier); 
Brady O. Bryson, Att’y., (Alvord & Alvord); Maurice Aus- 
tin, CPA & Att’y., (Klein, Hinds & Finke); Thomas N. Tar- 
leau, Att’y., (Willkie, Owen, Otis, Farr & Gallagher). Dis- 
cussion leaders include: Isidor Sack, N. F. Ross, Peter Guy 
Evans, Leo Mattersdorf, S. J. Foosaner, Rene Wormser, 
Charles Meyer, Clarence Castimore, Clarence L. Turner, 
Max Rolnik, Alger B. Chapman, Maxwell E. McDowell, 
Harry J. Rudick. 





Also —A Three Day Institute on Problems Arising From 


War Contracts, Renegotiation, and Termination 
SEPTEMBER 16, 17, 18 


Chairman, Arthur T. Vanderbilt, Dean, New York University, School of Law 


For detailed topics write for Bulletin WC 





Early registration advised. Attendance limited. For announcement con- 
taining full information concerning registration, fees, etc., address: 


Institute on Federal Taxation 


NEW YORK UNIVERSITY 


100 WASHINGTON SQUARE EAST 


NEW YORK, 3, N. Y. 
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V-Loan Volume Grows 


Loans to war contractors or sub-contractors 
under Regulation V have grown steadily in 
volume since they were first made available in 
April, 1942, and by the end of the first quar- 
ter, 1943, they amounted to a billion and a 
quarter dollars, the Cleveland Trust Company's 
Business Bulletin points out. Eighty per cent. 
of the outstanding V-loans are guaranteed, and 
the bulletin recommends that ‘smaller manu- 


facturers would do well to follow the exam- 
ple of the great corporation (General Motors, 
which received authorization of a one billion 
dollar credit last October) and to discuss with 
their bankers the benefits and safeguards which 
may be secured through using V-loans.” 


Pension Plans Increase 


Commenting on a recent survey by the Man- 
ufacturers Trust Company of New York, The 









ia one place for quick reference, this 

1943-44 manual offers complete, begin- 
ning-to-end treatment of the whole corpora- 
tion tax problem. 

It gives you an inestimable advantage by 
bringing together and summarizing what you 
need to get a composite picture of your 
company’s tax position from all sides—its 
questions of policy, strategy, tactics, alterna- 
tive plans of action and their effects and 
consequences. 

It offers far-seeing interpretation 
rooted in the experience of profes- 
sional accountants and lawyers who in 
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Ca ee: cals 
Advance Order Form r Cc: 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10, N. Y. 

Place on file our order for Mont- 
gomery’s Federal Taxes on Corpora- 
tions 1943-44. (Two Volumes, $15.00.) 

It is understood that full details will 
be sent us before publication, and that 
this order is subject to our approval of 
those specifications. 

Company 
RCT ENUR wc cnbiseccobasssserce seen svosnetes 


By 


Montgomery's 


Federal Taxes on 


CORPORATIONS 
1943-44 


Gives You Distinctive, Essential Help 
You Will Get in No Other Book or Service 


fall, 
accountants, lawyers, bankers, and corporate officers, 
there is no other publication like it. 


I 
I 
1 Vor, BLO 
I 








| 22nd Year of | 


Publication 


years of practice have handled federal tax 
problems for thousands of companies. 

You get, as in no other way, on practical 
handling of company operations, a view- 
point that is fundamental to intelligent con- 
sideration of tax angles and requirements. 
On individual tax questions, you have at 
your fingertips the decisive final advice and 
recommendations to which the law and the 
thousands of cases, rulings, and decisions 
in effect reduce. 


Ready This Fall 
Place Your Order Now 


OPIES of Montgomery’s FEDERAL TAXES ON 
CORPORATIONS 1943-44 will be released this 


in ample time for your work on returns. For 





The RONALD PRESS COMPANY, Publishers 


“New York Times” states that the same condi. 
tions—unprecedentedly higher individual and 
corporate taxes and the growing scarcity of 
skilled labor beginning in 1940—which “fer. 
tilized the ground” for a large growth in pen- 
sion, profit-sharing and stock bonus trusts be. 
ginning late in 1940, are now at hand, but in 
more acute form. There has been, it is noted 
a “healthy shift in the nature of these em. 
ployee trusts toward greater employee cover. 
age and benefit, and employers desiring to 
hold on to men—both key men and ordinary 
workers—are turning to pension trusts as the 
only feasible means of increasing the real com. 
pensation of these employees.” A special pam- 
phlet of 42 pages has just been published by 
the Manufacturers Trust Company, covering 
Pension and Profit Sharing Plans as well as tax 
benefits and personnel relations resulting from 
the adoption of such deferred compensation. 


Branch Office Stationery 


A limited survey by the National Office Man. 
agement Association as to practices in con- 
nection with branch office stationery revealed 
that among 13 large, nationally known com. 
panies the most common practice is to supply 
branches with standard company letterheads 
on which the addresses of the branch offices 
have been imprinted. Very few companies fol- 
low the practice of including the name of the 
branch manager as.part of the letterhead. One 
insurance company which attempted to stand- 
ardize its letterhead without branch office name 
and address found many letters for the branch 
office coming instead to the home office. 


Renegotiation Developments 


Two renegotiation developments of recent 
weeks are worthy of note. The first, resulting 
from the enactment of the Military Appropria- 
tion Act of 1944 on July Ist, provides that 
Section 403 of the 1942 renegotiation statute, 
as amended, shall apply to Defense Plant Cor- 
poration, Metals Reserve Company, Defense 
Supplies Corporation, and Rubber Reserve 
Company. The second, providing that termi- 
nated contracts may be exempt from renego- 
tiation, is covered by the addition of Section 
1204.9 to Army Procurement Regulation No. 
12. Under this section any contract, purchase 
order, letter of intent and the like may be ex- 
empted from renegotiation by the chief of any 
technical service where such contract is ter- 
minated for the convenience of the government. 


Too Many “‘Deducts” 


Because some municipalities are now mak- 
ing as many as 20 separate deductions, most 
of which it is stated are for insurance com- 
panies or local vendors, the Municipal Finance 
Officers Association has gone on record as op- 
posing “the use of local government offices as 
collection agencies for private businesses.” Of 
17 deductions in Los Angles, for example, there 
are eight for private insurance companies while 
in Seattle there are 27 different deductions, 
with seven for private insurance companies, 
four for medical services, five for unions, four 
for employees’ associations, and the balance for 
federal taxes, retirement funds, and credit 
unions, the association’s ““News Letter” reports. 








Una 
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—_ Where Office Machines 
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“| the choice 

at ees 1. Secret Airport—/n the African wilds a Pan 


American World Airways plane floats at its 
Dam: —From Remote African Base Pan American World dock. Before the war, Pan American foresight 








os: Airways reports Hardihood of Underwood Equipment blazed many air trails now vital to the United 
ting Nations’ war effort. Among the machines that 
fe contribute to Pan American’s efficient operation 
: are those which help organize its thousands of 
essential details—office machines! In Pan Amer- 
ican’s accounting, traffic, clerical and executive 
offices, there you'll find the name Underwood 
an. Elliott Fisher. 
con. 
as 2. No Casualties Permitted Unlike the 407 U. S. 
sply cities where service facilities on UEF machines 
2ads are, even in wartime, as near as your telephone, 
ices such remote outposts as this airport must rely 
re completely on the unfailing durability of its 
= office machines. Here, Pan American installed 
ad Underwood typewriters. Many of these machines 
ume are veterans in service, yet Pan American reports 
nch that all are on top of their jobs—that working 
without vacations, they have required remark- 
ably little special attention. 
os 3. Service in War—Air crossroads of the world 
ing today is neutral Lisbon, Portugal. Here top pri- 
ria- ority passengers are shown leaving a Pan Amer- 
hat ican Clipper after a 4-continent, on schedule, 
te, flight. Also serving you in wartime UEF can 
7 supply adding and accounting machines under 
ne WPB regulations. We have been able to assist 
ni- many companies with their wartime accounting 
g0- problems. Ribbons, carbon papers, and complete 
ms maintenance service on all products are avail- 
Underwood Typewriters ee hn Underwood = vag Accounting able from coast to coast. 
ex 
iny 
Cf- 
nt. 


Underwood 
:! Elliott Fisher Company 
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f ONE PARK AVENUE, NEW YORK 16, N. Y. 
re We are now in war production on—U. S. Carbines, 
le Caliber .30 M-1—Airplane Instruments—Gun Parts 
S, —Ammunition Components—Fuses—Primers and 
s, Miscellaneous Items. 

it Enlist Your Dollars ... Buy War Bonds... To 
- Shorten the Duration 
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| CONTRACT PAYMENT 
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speedy payment, suspensory provisions aimed 
against involuntary proceedings in bankruptcy 
must be all-inclusive. 

Section 7. Intentional fraud against the 
United States. The usual protective language 
in remedial legislation of this character should 
be included here. 

Several sections should follow at this point 
to insure full protection in those cases where 
administrative settlement becomes impossible 
under the new law. For example, broad juris- 
diction should be conferred upon the Federal 
courts with the explicit direction. that expedi- 
tions proceedings be guaranteed. Preferential 
treatment should be accorded in those courts 
in all cases where the dispute is submitted on 
stipulation of the parties. Other sections should 
provide for a statute of limitations on filing the 
claims originally with the departments and 
agencies as well as suits in the courts when, 
and if, litigation must be resorted to. 

Lastly, but of most vital importance, is that 
a prohibition must be made against merging 
or jointly proceeding to cancel a war contract 
and renegotiating the so-called “excessive- 
profits” simultaneously. The authors feel that 
if, and when, Congress should further amend 
the existing renegotiation law with corrective 
modifications, private industry should not 
have to have eaten away any reasonable profits 
upon final cancellation settlement. Reasonable 
profits, of course, are now contemplated in 
pending amendatory bills to the present re- 
negotiation law, as amended. 


The passage by Congress of a law of 
this nature will prevent a repetition of 
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the unfortunate experiences that haye 
plagued industry for a quarter of a cep. 
tury. Under it, war contractors, prime 
and subcontractors ‘way down to the 
bottom’ could employ funds to speedily 
reconvert to peacetime production and op. 
eration; further make possible the te. 
employment of millions of returning 
members of the armed forces as well as 
civilians now engaged in the present gi- 
gantic war effort. It would stabilize the 
national economy by making possible the 
adjustment of accounts and obligations 
between and among prime contractors, sub- 
contractors, suppliers and their creditors, 
Finally, the government would truly be able 
to ‘save’ vast amounts in administrative 
expenditures in not employing tremen- 
dous war contract claims personnel. 

According to a recent Senate report, 
“1900 prime-contract terminations are 
now in the course of settlement by the 
War Department, advance payments have 
been made in only 44 cases. Moreover, no 
advance payments have been made to sub- 
contractors.” 

Certainly a definite well conceived plan 
of financial. solvency making possible 
swift reconversion on an equitable basis 
for both the Government and its credit- 
ors, as outlined above, must be enacted 
into law, and quickly, if American indus- 
try is to survive the inevitable dislocations 
during and following this war. 
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Send for this Free Folder 


Shows how to produce sufficient copies of invoices, 














shippers and packing lists . . . from a single writing 


With Mimeograph stencil duplication, you can have new speed and 
surer control of your shipping and billing procedures. All the paper 
work needed to ship and bill merchandise can be produced from a 
single writing! 








Just write a Mimeograph brand stencil 
once (with tabulator, addressing equip- 
ment or typewriter) and in a moment's 
time, the Mimeograph duplicator pro- 
duces the required number of copies of 
invoices, shippers and packing lists— 
even receiving and accountability re- 
ports where needed. 


Large and small plants all over the 
country have welcomed this advanced 
single-writing method. 


@ /t climinates many possibilities of 
errors. 


@ /t saves time wasted on rewritings. 


@ /t helps assure shipment of correct 
merchandise in the right quantity. 


Moreover, all copies produced are per- 
manently legible. They will not smear or 
smudge with the roughest handling. 


How shipping and billing Procedures ¢ 
b h . : - an 
he hetoon time, with fewer errors a . F h f ld 
a. ITIVE CONTROL, SING 3a or your convenience, the folder, 
WRITING LE- : io me 

METHOb. . “Speedier Shipping and Billing Proce- 
g dures,” explains this method in detail. 
It is yours without cost or obligation. 
aR ane ANY: CHICAG 
ee DISK SOMES lid Send the coupon below to A. B. Dick 


Company, Chicago. 


A. B. Dick Company, Dept. Q-943 
720 West Jackson Boulevard, Chicago 6, Illinois 


Send me a free copy of the folder, “Speedier Ship- 
ping and Billing Procedures.” 
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Company, Chicago, registered in the U. S. Patent Office. 
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CONGRATULATIONS ON 
PHENOMENAL GROWTH 
To The Institute: 


As an old and enthusiastic member of 
The Controllers Institute of America, I 
cannot refrain from taking the opportunity 
of registering my delight upon the occasion 
of The Institute’s having reached that pe- 
riod in its growth as is measured by the 
enrollment of its two thousandth member. 
All honor to Mr. J. A. B. Broadwater! 

I think it is entirely fitting on this oc- 
casion to extend congratulations to all con- 
cerned upon the phenomenal growth of The 
Institute, which speaks volumes not only 
for its accomplishments in the field of ac- 
counting and finance but also for the many 
services it is rendering to its members. 

If it is true, as I believe it to be, that 
in the case of organizations of the kind 
to which The Institute belongs, accom- 
plishment precedes growth, the fact that it 
has grown to the extent of more than two 
thousand members in the short space of 
eleven years or thereabouts, suggests that 
The Institute’s accomplishments need no 
further acknowledgment from any source. 

However, I should like to record what I 
consider to be one of the most outstanding 
accomplishments of The Institute and that 
is, the service inaugurated through its Com- 
mittee on Technical Information and Re- 
search, whereby practical solutions by prac- 
tical men to practical problems are made 
available to all members in need of such 
service—and aren’t we all? This service, 
under present unsettled and changing con- 
ditions, is invaluable to those charged with 
the responsibility of controllership. 

With all good wishes for the continued 
growth of The Institute in every way, 


F. DUNNING 


Yale & Towne Manufacturing 
Company 


INSTITUTE IS A TREMENDOUS 
FACTOR 
To The Institute: 

Back in 1931, those of us who gathered 
for the purpose of organizing The Con- 
trollers Institute of America, while we may 
have had the vision of a 2,000 membership 
organization, it was very, very hazy in our 
minds. There was a lot of fine work done 
by everybody among the first to join with 
us, but I do want to pay tribute to Mr. 
Arthur R. Tucker, for I think that The 
Controllers Institute of America is a monu- 
ment to his sacrifice, energy and broad 
vision, because, frankly, I myself had great 
doubt as to where The Institute would be 
with the American Institute of Accountants 
on one side and the National Association 
of Cost Accountants on the other, with 
practically all of the potential membership 
for The Controllers Institute either in one 
or the other of these organizations. 

It is very evident that my fears were 
without foundation for I feel that The Con- 
trollers Institute of America has found a 
place in this country that no other organi- 
zation has been able to attain. 





The Controllers Institute of America ap. 
peals to individuals upon whom the man- 
agement of the various enterprises in this 
country depend for their guidance in their 
every day problems, plus the post-war prob- 
lems which are so important in the future 
of this country. I think The Controllers 
Institute of America, however, is handling 
those problems from a practical standpoint 
and not from an academic or purely theo- 
retical viewpoint. 

The membership of The Institute repre- 
sents a certain type of management. Their 
approach to various accounting and man- 
agement problems is not from a_profes- 
sional standpoint but from the practical 
standpoint of how the management of their 
own concerns are going to make the various 
factors work, how they are going to con- 
strue the figures, and I believe that The 
Controllers Insitute of America has demon- 
strated that it is a tremendous factor in 
solving some of the problems of this coun- 
try today. 

It is highly gratifying to members of 
The Institute to see the recognition the 
Government is-giving to the representatives 
of The Institute on tax matters, and the 
like. This is encouraging. In the past, the 
professional accountant has been given recog- 
nition over the practical working accountant 
in these matters, with the resu!t that many 
times interpretations have been made of rul- 
ings that, from a professional standpoint, 
are very favorable in that these rulings 
make necessary additional accounting work. 
That is where The Institute comes in good 
stead, according to my lights. Their inter- 
pretations should be, and are, such that we 
should be working towards a simplification 
rather than adding to the complexities of 
the situation which indeed, under today’s 
laws, could add a tremendous burden to 
industries. 

It is good to see the membership increas- 
ing and must be encouraging to the officers 
of the organization to see the confidence 
in them that is shown by 2,000 men having 
received certificates. This increase is a 
sound one as I see it, because the qualifica- 
tions for The Institute are very high and 
it is my sincere hope that they will not 
be lowered. Quality is far more essential 
in this type of organization than quantity, 
if it is going to succeed over a term of 
years. 

As for the future, I feel that The Insti- 
tute with the growth that it has made in 
the last ten years has a foundation to en- 
able it to grow even at a faster rate for 
the next ten. It is going to take some very 
hard thinking on the part of the individ- 
uals who are members in The Controllers 
Institute of America to handle what 1s 
ahead of us. Certainly, I feel very conf- 
dent that more and more The Controllers 
Institute will be called upon to assist in 
these problems and that its membership 
will become a tremendous factor toward the 
solving of those problems. 


E. E. WILLIAMS 
American Optical Company, 
Southbridge, Massachusetts 
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for immediate delivery 


AVAILABLE WITHOUT PRIORITIES! That’s the good 
news about the above units of the world-famous Rem- 
ington Rand Systems equipment. They’re sturdily built 
of wood... designed for years and years of service... 
and just as good to look at as the pre-war line. 


KARDEX VISIBLE SYSTEMS — The exclusive visible 
features of Kardex save clerical time — flash pertinent 
facts for executive action on today’s important records 
covering Costs, Inventories, Employees’ Compensation 
Data, Property Records and the many facts required 
for compiling Government reports. 


KOLECT-A-MATIC permits you to handle today’s in- 
creased Accounts Receivable transactions more easily, 


faster and with an important saving in time and labor, 
With Kolect-A-Matic, your collection and credit data is 
complete, always up-to-date and instantly accessible. 


LEDGER TRAYS—Easy to handle, they’re an important 
asset to those concerns where the apalling shortage of 
clerical help plus increased tempo of transactions makes 
every minute precious. These Ledger Trays were built 
to obtain maximum machine operating efficiency. You’ll 
find they operate just that way! 


GET FURTHER INFORMATION by writing to us at 
Buffalo or phoning your nearest Remington Rand branch 
office (there’s one listed in your local phone directory... 
on the Yellow Pages). You’ll get prompt action. 
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Here Is What Army's Termination 
Manual Is and Hopes to Do 


Something of the scope of the Army's 
Termination Manual, which made its ap- 
pearance in August, is afforded by the let- 
ter of transmittal of the Manual signed by 
General G. C. Marshall, Chief of Staff: 


T™ 14-320, “War Department Termination 
Accounting Manual for Fixed-Price Supply 
Contracts,” prepared by the Office of the Fiscal 
Director, Headquarters, Army Service Forces, 
is prescribed for use by all agencies of the War 
Department in the accounting review or ex- 
amination of settlements proposed for nego- 
tiation by contractors in connection with the 
termination of fixed-price supply contracts for 
the convenience of the Government. It does 
not apply to cost-plus-a-fixed-fee prime or sub- 
contracts but applies to fixed price subcontracts 
thereunder. 

References will be found in this manual to 
War Department Procurement Regulations re- 
lating to terminations. Such regulations are 
in process of revision and expansion and will 
be revised from time to time as occasion may 
require. This manual is not directed to con- 
tracting officers but is designed solely to give 
accounting and auditing instructions consistent 
with Procurement Regulations applicable to the 
subject of termination. In the event of re- 
visions of the Procurement Regulations, ap- 
propriate revisions will be made in this manual. 

When a settlement is arrived at by negotia- 
tion, reports by personnel making the account- 
ing review or the audit of the contractor’s pro- 
posed settlement are in the nature of a guide 
to the contracting officer. Such reports and the 
procedures set forth in this manual will not 
limit or restrict the ultimate legal authority of 
the contracting officer to effect negotiated set- 
tlements. In these settlements, contracting off- 
cers will requesi only such auditing as is re- 
quired reasonably to protect the Government’s 
interests. 

When a settlement is not to be effected by 
negotiation but by the application of a specific 
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formula provided in the contract, an audit of 
the contractor's claim will be made in each 
instance in accordance with specific instruc- 
tions issued by the chief of the technical serv- 
ice concerned or the Commanding General, 
Army Air Forces, with the approval in each 
case of the Fiscal Director, Army Service Forces. 

Formuia instructions to personnel concerned 
with the accounting review or the audit of 
settlement proposals by contractors will be is- 
sued only under one of the following titles 
in the same format as the manual: 


1. Revisions of the manual.—Revisions of 
the manual will be made by the Fiscal Direc- 
tor, Army Service Forces. To expedite distri- 
bution, these revisions may be made in the 
form of supplements, with suitable references 
to paragraphs of the basic manual. Such re- 
visions will subsequently be permanently in- 
corporated by reprinting the pages affected. 

2. Cost Memorandums.—From time to time, 
the Office of the Fiscal Director, Headquarters, 
Army Service Forces, will issue cost memo- 
randums to the technical services and Army Air 
Forces for distribution to the field, for the in- 
formation and guidance of War Department 
personnel in dealing with the determination of 
costs and related matters. 

3. Accounting Instructions.—Accounting In- 
structions will be issued by each of the chiefs 
of the technical services and the Commanding 
General, Army Air Forces, with the approval 
of the Office of the Fiscal Director, Army 
Service Forces. These instructions will relate 
to the administrative supervision of the audit 
staffs. Because of varying procedural re- 
quirements in the technical services and Army 
Air Forces, some variation in content is per- 
missible but uniformity should be an objective. 


Year’s Activities of Control Reviewed 


Mr. F. Charles Brown, who retired as Sec- 
retary-Treasurer of the District of Columbia 
Control last June, prepared a review of the 
year 1942-1943 following the annual meet- 
ing of the Control on June 29. 

The review includes a copy of the treas- 
urer’s report for the year, an attendance rec- 
ord for the year, a roster of members as of 
June 29, 1943 and a list of the speakers and 
subjects for the year just closed. The at- 
tendance record indicates that three of the 
members of the Control, Messrs. John Da- 
vies, R. E. Heitmuller and F. Charles Brown, 
had perfect attendance records. 


Season’s Program for Milwaukee Control 
Being Prepared 


Some of the subjects which controllers 
have most prominently in their minds for 
discussion currently were presented in a 
communication sent recently to the mem- 
bers of the Milwaukee Control by Mr. A. F. 
North, of the Allen-Bradley Company, vice- 
president of the Control, with the request 
that the members check nine of the sixteen 
subjects as the ones they would prefer to 
have incorporated in the monthly programs 
of the coming season, beginning in Septem- 
ber. The program has now been made up 
and will be announced shortly. 
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Lindahl Heads Tax 
Committee 


Mr. Oscar N. Lindahl has been ap- 
pointed by President T. C. McCobb as 
chairman of the Committee on Federal 
Taxation, of The Controller Institute of 
America, to succeed Mr. F. G. Hamrick, 
who died on July 9. Mr. Lindahl is Vice. 
President—Finance, of Carnegie-IIlinois 
Company. He is a former President of 
The Institute. ‘ 





OSCAR N. LINDAHL 


The Committee on Federal Taxation 
met in New York City on August 20 to 
consider the federal tax situation, and to 
discuss subjects concerning which it may 
be considered desirable to make repre- 
sentations to Congress. For the most part 
The Institute’s suggestions have to do 
with administrative phases of the Revenue 
Acts, the correcting of inequities which 
often creep into the law unwittingly, and 
the elimination of conflicting provisions. 


Russell M. Riggins Chief of Control Branch 

Russell M. Riggins, who holds the rank 
of lieutenant colonel in the United States 
Army, and who is on leave of absence from 
the Phillips Petroleum Company, of which 
he is treasurer, has been appointed Chief of 
the Control Branch of the Field Service Divi- 
sion of the Office of the Chief of Ordnance. 

The Chief of the Control Branch is on 
the immediate personal staff of the Com- 
manding General of the Division. The as- 
signment as Chief of the Control Branch 
embraces everything that is included among 
the functions of controllers as they are 
known in industry. The assignment goes 
still further as it embraces also general over- 
all policies, including organization and fol- 
low-up on operations generally. 

The Field Service Division is that part of 
the Ordnance Department which stores and 
distributes ordnance materiel and operates 
the many large depots. These depots are each 
in themselves a large industrial organization. 

Colonel Riggins has been a member of The 
Controllers Institute of America since April, 1932. 
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New 1944 
CCH FEDERAL TAX COURSE 


@ Here is a practical ready reference and training course in federal taxation. 
Here is a plain-spoken explanation of the outstanding federal taxes as amended 
by the federal revenue laws—with emphasis throughout on federal income 
taxation. Actually every angle of federal taxation, including the new “Pay- 
As-You-Go” tax, Victory tax, capital stock tax, excess profits tax, declared 

on ralue excess-profits tax, gift tax, estate tax, and excise taxes, comes in for 

understandable explanation and discussion. Not a book, not a loose leaf 

Service, this is a Course especially designed to make it easy to become familiar 

"y with the “ins” and “outs” of the federal tax system—how it has developed— 





what it is today. 

lo Each Tax, Each Taxpayer—Individuals, Corporations, Partnerships, Estates 
1€ Spee ata : 

h and Trusts—whatever the tax, whoever the taxpayer, if it is federal taxation 


d and belongs in the Course, it is covered here, specifically, definitely. Over 500 
illustrative examples and calculations make plainer just how the federal tax 
laws are actually interpreted and applied. Current filled-in return forms, 
and pertinent Code provisions provided, plus a wealth of “real-life” background 
from actual tax practice all contribute to supply everything necessary or help- 
ful for an everyday, working knowledge of federal taxation. 
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and other elements of calculation ordi- 
narily used in fixing such premium rates. 

The significance of this treatment of the 
insurance element is two-fold. First, the 
employee must pay an income tax on 
the cost of the element, and secondly the 
amount thereof is limited to 5 per cent. 
of compensation under the provisions of 
the Salary Stabilization Act. The Regula- 
tions under salary stabilization provide 
that pension contributions in any amount 
are deemed reasonable and exempt pro- 
vided that the plan complies with section 
165(a). On the other hand, life insur- 
ance may be purchased for employees only 
to the extent of 5 per cent. of compen- 
sation. Any excess constitutes salary and 
must be submitted for approval to proper 
authority. Therefore, in each case the in- 
surance element will have to be estimated 
and the cost thereof limited to 5 per cent. 

The insurance fraternity is much op- 
posed to these provisions of the Regula- 
tions and is seeking an amendment. One 
alternative proposal is to calculate the 
cost of the insurance element as the differ- 
ence in cost between an annuity policy 
with insurance and one without insurance. 
What the outcome will be on this point 
is not apparent at present. 

If the plan provides that the death 
beneficiary be designated by others than 
the employee, it is indeed doubtful that 
the insurance element may properly be 
taxed to the employee. On this score much 
will depend upon the specific handling 
of the plan and the trust agreement. This 
may be the subject of litigation. 

The Regulations make it clear that the 
common misconception that deductions 
are limited to 5 per cent. of compensation 
is entirely erroneous. The currency given 
to this error may be ascribed to the fact 
that this was a proposal originally made 
by the Treasury. It is clearly provided in 
both the law and the Regulations that 
either the cost of funding past, current, 
and future service credits may be stretched 
over a period measured from entrance into 
the plan until retirement, or in the alter- 
native that past and supplementary pen- 
sion credits may be funded in annual in- 
stallments of 10 per cent. Most signifi- 
cant, however, is the following language 
from the Regulations (19.23(p) (1) 


(A) -3): 


“Each employer desiring to fund under 
clause (ii) shall submit the proposed method 
to the Commissioner and receive approval of 
such method before the results will be ac- 


ceptable. Any method which does not fund 
cost of past service credits more rapidly than 
that permitted under clause (iii) will be ac- 
ceptable, and the approval of the Commis- 
sioner will not be necessary in such a case.” 


Clause (iii) permits supplementary 
pension benefits as well as past and cur- 
rent service credits, on condition that the 
funding be distributed over a ten year 
period. The language quoted discloses 
marked preference for the (iii) type of 
plan and, accordingly, it is advisable in 
most circumstances to require ten years 
of service before an employee becomes 
eligible for retirement. Thus, retirement 
can be fixed at age sixty-five, except for 
those who are over age fifty-five, in which 
event the retirement age should be at least 
ten years after entrance into the plan. 

In making actuarial computations, how- 
ever, a certain margin of error is allowed 
which does not appear in section 165 in 
connection with qualifying a trust as non- 
discriminatory and for the exclusive bene- 
fit of employees. This is found in sec- 
tion 23(p) which provides that if all of 
an amount contributed is not deductible, 
the nondeductible excess can be carried 
forward and deducted in a future year, 
to the extent that the amount then con- 
tributed is less than the permissible 
amount. Accordingly, an opportunity is 
afforded to adjust miscalculations. But if 
a plan fails to qualify under section 165, 
not only will the employer lose its deduc- 
tion or the employee his tax exemption, 
but also the provisions of Salary Stabiliza- 
tion will be violated. 

Under sections 23(p) (1) (C) and (F) 
it is clear that there is no fixed percentage 
limitation on the amount that may be 
contributed under a pension plan alone. 
The limitation is purely that implicit in 
the requirement that no more may be con- 
tributed in any year than would be neces- 
sary, on either one of the alternative 
methods mentioned earlier, to pay for the 
plan. 

In section 23(p)(1)(C) it is stated 
that, except for carry-overs, contributions 
to profit-sharing plans are limited to 15 
per cent. With large excess profits, this 
limitation is a negative element in deter- 
mining selection of a profit-sharing in- 
stead of a pension plan. It is further pro- 
vided in section 23(p) (1) (F) that where 
there is a combination of pension and 
profit plans the total contribution is lim- 
ited to 25 per cent. of compensation in 
the first year, with carry-overs. However, 
the same section provides that where an 
employee is a beneficiary exclusively under 
a pension plan, the 25 per cent. limita- 
tion shall not be taken to limit the 
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amount of contribution. However, it 
should be borne in mind that current and 
deferred compensation must not exceed 
the test of reasonableness. In view of the 
emphasis of the Regulations upon con- 
tinuity of plans, much of the flexibility 
attributable to profit-sharing plans will 
probably disappear. This is due in part to 
the 15 per cent. limitation on pension 
plans mentioned above. It is further due 
to the fact that pension plans are exempt 
from Salary Stabilization whereas proft. 
sharing plans are not, but will receive ap- 
proval only if they have the effect of 
retirement plans. Finally, the effect of sec. 
tions 710 and 122 of the Code, permit. 
ting a two-year carry back and two-year 
carry forward, promises full tax benefits 
for pension plans even if contributions 
are made over a five year period. If the 
first two and the last two years are not 
profitable ones, an operating loss and an 
unused excess profits credit can be carried 
backward or forward two years to the 
middle year. 

In closing, the following suggestions, 
based on the Regulations, the Internal 
Revenue Code, the Reports of the Senate 
Finance Committee and the House Ways 
and Means Committee, and the extended 
testimony of many persons before those 
committees, the decisions under prior 
laws, and practical experience in many 
pension trust situations, are offered as 
practical considerations in proposing pen- 
sion plans to employers: 

1. Pension plans are patriotic. As Sen- 
ator George, Chairman of the Senate Fi- 
nance Committee, pointed out in a recent 
atticle: ‘They are a prime means of pre- 
serving private capitalism in its contest 
with state capitalism.” 

2. If selfishly motivated, the selfishness 
must be an enlightened one which will 
obtain benefits for those on top only as 
proportionate benefits are obtained for the 
rank and file. 

3. The plan or trust agreement must 
be very carefully drawn so as to assure 
the accomplishment of the purposes in- 
tended, secure flexibility, and yet set up 2 
system beyond the personal preference of 
any individual or group. On this score, the 
selection of a trustee is most important. 
A completely independent trustee (pref- 
erably a banking institution) is partic 
larly recommended, instead of an individ- 
ual, especially in the larger plans. 

4, With due regard to the contin 
gencies of business, the plan must be set 
up with an eye to permanency. A ten 
year distribution of contributions is 4 
good minimum. Regard may be had for 
carty-back and carry-forward provisions, 4 
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combination of pension and profit-shar- 
ing trusts (so as to blend security with 
fexibility) should be considered, the en- 
tire tax program of the employer must be 
taken into account, and the plan must be 
put into effect as a part of an integrated 


whole. 





CONTRIBUTIONS TO CHARITY 
(Continued from page 400) 











letters commenting on this question. The 
amounts allocated to the various locations 
ate usually determined roughly in some 
manner by reference to the size of the 
community, the relative size and im- 
portance of the plant, and other rule-of- 
thumb measurements. 


From a Middlewest Company 


“We have set up a point system for our 
fifteen branch offices and three out-of-the- 
state plants which is based on a combination 
of factors, such as sales volume, property 
owned, number of employees, and our stand- 
ing in the community. For instance, in one 
of the cities, our plant is one of the largest 
in a small town whereas in Detroit, it is 
small in comparison with other large auto- 
motive plants. We found this point system 
absolutely necessary in view of the pressure 
that was exerted on our various outside 
locations.” 


From a Pacific Coast Company 


“The amount allocated to each of the 
towns, counties and states in which we oper- 
ate is based roughly on the size of our op- 
eration and the number of people we em- 
ploy in that area.” 


From an East Coast Company 


“We leave the allocation of the funds to 
the various charities in the hands of the 
Plant Managers.” 


From an East Coast Company 


“The allocation of the amounts authorized 
to our various locations is made by the 
Management itself, this depending upon our 
particular relationship to the community in- 
volved and any special circumstances that 
may appear. Naturally our larger contribu- 
Pa are made where our head office is lo- 
cated,” 


From a West Coast Company 


“As to the basis for allocation geographi- 
cally and with reference to the location of 
vatious company plants, we endeavor, as a 
matter of policy, to put particular emphasis 
on local charities and benefactions. While 
we, of course, participate in national funds, 
such as the Red Cross, United Nations Re- 
lief, Army Relief, etc., our contributions to 

ese national funds are made whenever 
Possible through local chapters.” 


From an East Coast Company 


“This Company operates in about 60 dif- 
erent points. The method of handling al- 
locations is described as follows: (a) Small 
amounts for local charities are permitted 


with the approval of one of the twelve di- 
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Never have Personnel Statistics been so 
important. Government requests for 
analyses of Personnel Records are 
increasing. Company interest in these files 
is at a peak because of their relation to 
the manpower needs of the armed services 


and essential industries. 

Why thumb your way through thousands 
of cards for wanted data when you can 
apply McBee Keysort and get it quickly 
and accurately, without the use of trained 
operators or costly machinery and 
equipment? 





vision managers; (b) Community Chest con- 
tributions are determined in the Home Of- 
fice. Contributions to national services such 
as the Red Cross are paid in the Home Office 
without allocation.” 


From a Southwestern Company 


“The amount allocated for charitable pur- 
poses to the various towns or locations is 
on the basis of approximate volume of sales, 
size of the town and other pertinent condi- 
tions. This amount is further allocated to 
the various charitable organizations on the 
basis of the importance of the organizations 
in that particular town or location.” 


The questions raised as to charitable 
donations have a very practical applica- 
tion. It is believed that corporations as a 
group could well afford to study this ques- 
tion more thoroughly. I do not know 
whether this reply to your inquiry will be 


of too much help. Apparently your in- 
quiry was inspired by some concern rela- 
tive to the method used in your own com- 
pany. If so, there may be some comfort 
in knowing that a representative cross-sec- 
tion of companies throughout the country 
are somewhat in the same position. 


Re: Payroll Tax Deductions 

A booklet developing a simple and exact 
method of figuring payroll income tax deduc- 
tions is available gratis from the Victor Add- 
ing Machine Company, 3900 North Rockwell 
Street, Chicago. Both text and illustrations 
are used to cover this timely subject in the 
booklet. 

An inexpensive and simply operated device 
called the Computax has been marketed by Vic- 
tor Safe & Equipment Co., Inc., North Tona- 
wanda, N. Y., for figuring withholding tax for 
all employees regardless of status and up to 
$130 per week compensation. Full details are 
available from the manufacturers. 





“The Spirit of Enterprise,’ a Book 


Businessmen Should Know by Heart 


Many observers have said that Ameri- 
can business needs a mouthpiece. He has 
arrived, in the person of Edgar M. 
Queeny, the spirited, courageous, inquir- 
ing Chairman of the Board of the Mon- 
santo Chemical Company. He has spoken, 
in his book “The Spirit of Enterprise” 
(Charles Scribner's Sons, $2). 

Mr. Queeny is a writer, but it did not 


Reviewed by Arthur R. Tucker 


need this book to prove it, and the man- 
ner in which he handles his subject 
merely adds to a reputation which he 
already had made. It began one year 
after the close of World War I, when he 
went to Monsanto as the first advertising 
manager of that company. One of his 
first accomplishments was the founding 
of the publication now so well known as 











BY THE UNITED STATES GOVERNMENT 


and Production Experts, must be accurate and made on 


time. Accurate Figures produced in a Hurry by Fridén 


Full-Automatic Calculators speed up the preparation of 


reports. These high-speed, easy-to-operate Calculators 


are available when applications to obtain delivery 


have been approved by the War Production Board. 


Fridén Mechanical and Instructional Service is avail- 


able in approximately 250 Company controlled Sales 
Agencies throughout the United States and Canada. 





FRIDEN 


CALCULATING MACHINE Co., INC. 
EXECUTIVE OFFICES AND PLANT + SAN LEANDRO, CALIFORNIA, U.S.A. 
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a leader in its field, ‘Monsanto Magazine” 
Sales manager, then vice-president, and 
president in 1928, a ten-fold growth of 
the company in five years as president up 
to the Spring of 1943 make a record 
which places him in the front rank of 
business executives and gives him a stand. 
ing which commands respectful attention 
to what he writes. 

Emphasis has been heavy during the 
past decade, especially since the advent of 
the Securities and Exchange Commission, 
on the need and desirability of making 
available to stockholders and to employ: 
ees of corporations, complete, understand. 
able information concerning a corpora 
tion’s operations, financial progress and 
status. Mr. Queeny wrote letters to his 
stockholders and special messages to his 
employees, intelligent informative screeds 
that covered much ground and shed much 
light. His book carries on, and covers a 
wider field in a manner that makes eco- 
nomics simple and attractive. As a corpo- 
ration president, writing to his stockhold- 
ers and employees, he was hampered and 
restricted lest he embroil his directors and 
his company in the maze of legalistic re 
strictions. Writing as an individual he is 
not troubled by those inhibitions, and we 
as a result have a message which should 
have a profound effect on the future of 
American business. 

Mr. Queeny tells in his preface what 
inspired him to write his book. His 
friends in the business world were taking 
what he thought was an unjustified beat- 
ing. Some of them were rich, but, he 
observes, they were not wicked. Most of 
them were selfish, but he points out that 
many workers whom he knew also were in 
that class. He compares them with labor 
leaders and politicians, and found them 
no worse. He stood off and looked at 
both sides of the picture, studied the argu- 
ments for production for consumption 
only, and for socialization of industry on 
the one hand, and for free enterprise on 
the other. 

He labored through volumes, and 
studied assiduously the testimony of the 
Temporary National Economic Commit- 
tee, and came out strengthened in his 
hope for free enterprise. 

(Please turn to page 414) 
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WHITE COLLAR SALARIES 
AND FACTORY WORKER PAY 


(Continued from page 395) 








— 


this problem was to set up a job rating 
gstem on all non-union employees and the 
results from the use of this system have been 
very gratifying. For the first time we have 
had a measuring stick that is scientific and 
understandable with which to gauge the 
value of an employee and his job. It has 
diminated inequalities and exceptions and 
the work of each individual is analyzed on a 
uniform and impartial basis. The worker is 
shown the exact reasons for his rate, what 
improvements he is expected to make in his 
ability and performance, what increase in 
pay he can expect when he makes these im- 
provements and most important, how to im- 
prove himself. 

“In case of general wage adjustments 
either upward or downward, the conversion 
table is the only part of the base rate calcu- 
lation procedure that needs revision. Jobs are 
calculated exactly as before, using the same 
point values. If the entire rate structure is to 
be either raised or lowered, it is necessary to 
change only the money values for the points. 
Since this procedure keeps both the job and 
the individual rates in line at all times, it 
has answered 95% of our problem of the 
proper handling of non-union employees’ 
compensation. The decision to make a gen- 
eral increase or decrease must still be made 
but the individual rates are entirely taken 
cate of with a job rating system, and I pre- 
dict that when Controllers realize its possi- 
bilities, its use will be commonplace as an 
instrument of control.” 


“The management of this company is at- 
tempting to evaluate the positions of em- 
ployees so exempt as a basis for making 
salary adjustments at this time. Upon the 
completion of that study, it will be presented 
to the proper governmental authorities for 
consideration.” 


Despite the delay in replying to your 
inquiry, I hope that this information will 
be of value. The question which you 
taised was a most interesting one. Wage 
and salary problems today with all of 
their implications as to matters of indus- 
tial relations are decidedly perplexing. 
One member of the Committee tersely 
sums these problems up as follows: “The 
whole thing is in a jumbled-up mess at 
the present moment.” 


Overtime for Executives 


Instructions to regional offices of the U. S. 
Treasury's salary stabilization unit to approve 
overtime pay for salaried employees receiving 
more than $5,000 per year and executive admin- 
istration or professional employees receiving 
less than that amount and who are not repre- 
sented by a recognized labor organization, were 
issued by Commissioner of Internal Revenue 
Guy Helvering on July 1, and in this connec- 
tion “American Business” states that “this rul- 
ing would seem to open the way for employers 
who have been in a quandry as to what to do 
about salesmen’s salaries to adjust them up- 
wards, since a salesman might be qualified as 
4 professional employee.” 
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A phone call brings a Burroughs service man when 
you need him, but it’s far wiser to arrange with 
Burroughs for periodic inspection, lubrication 
and adjustment of your Burroughs machines, so 
that emergencies, and the delays they entail, may 
be prevented. The standard Burroughs Service 
Agreement affords this protection by providing: 
e Systematic inspection, lubrication and 
adjustment of your Burroughs machines 
at regular intervals. 


e Emergency service as needed. 


e Genuine Burroughs parts installed as 
needed. 


e Service — on your premises — by expert 
service men, trained, supervised, paid by 
Burroughs. 


e All work guaranteed by Burroughs. 


Inquire at your local Burroughs office how you can 
obtain Burroughs service at a low, predetermined 
cost; or write — 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT 32, MICHIGAN 


ee ee RBCs 


surroughs 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
, MAINTENANCE SERVICE. © OFFICE SUPPLIES 





MANUFACTURING 
FOR WAR 


The manufacture of aircraft 
equipment for the Army Air 
Forces, and the manufacture 
of Burroughs figuring and 
accounting equipment for the 
Army, Navy, U. S. Govern- 
ment and the nation’s many 
war activities, are the vital 
tasks assigned to Burroughs 
in the Victory Program. 





. 
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| “THE SPIRIT OF ENTERPRISE” 








| (Continued from page 412) 





It is a whirlwind picture of the evils 
of bureaucracy that is presented by this 
writer. It is writing with which business 
men will agree. 

His message? A cry for realism as the 
basis of national policies and the postwar 
program. He decries the plan to superim- 
pose a world authority upon nations in 
the same manner in which our federal 
government is superimposed upon our 
states. He holds that an enduring peace 
is most probable through the world-wide 


application of the principle of the Mon- 
roe Doctrine, “enforced by the three na- 
tions which have a vested interest in 
peace,” Great Britain, Russia, and the 
United States of America. A Council of 
Nations could work out international re- 
lationships. Mr. Queeny cites the Postal 
Union and international agreements ap- 
plying to radio, cable, copyrights and 
patents as examples of successful, endur- 
ing arrangements, beneficial to all. 

The author points out that the phe- 
nomenal development of America’s nat- 
ural resources was based not only on 
freedom of opportunity but upon security 
of property, guaranteed by our Constitu- 





yous 


FINANCIAL PLANNING for CORPORATIONS 


and INDIVIDUALS 














Profit-Sharing 


Telephone: CA 5-4946-7 


DEFERRED COMPENSATION PLANS 


* %* %* designed to meet Post-War dislocations in business 


Pension and Supplemental benefit plans 


with Deposit Reduction Feature ... . 
(A unique contribution to this field) 


for closely held enterprises ...... 


(A new development) 


RICHARD A. JONES & SON, INC. 


295 Madison Ave., New York, 17, N. Y. 
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tion. Make property safe in the so-called 
backward nations, and guarantee the 
sanctity of international contracts by in. 
ternational law, and world prosperity ang 
higher living standards would be stimy. 
lated, he writes. Put an end to agreements 
to restrict output or to allocate markets 
he advocates. 

Let our people decide against a planned 
economy and resolve to face the future as 
free men, he writes. Revolt against col. 
lectivist methods, repugnant to the Amer. 
ican spirit. 

Dislocations after this war will be the 
greatest ever experienced, he predicts, 
Change from war regimentation to a free 
economy must be slow, but must come 
about. There will be a great demand and 
effort to recapture the living standards 
to which the nation has been accustomed, 
Everything is wearing out and must be 
replaced. Congress can cure our diseases 
only by identifying and eradicating the 
foreign bodies that are attacking our vital 
organs. Curb pressure groups, he advo- 
cates. Abolish government by minority 
pressure groups. 

Business men should be willing to have 
all conditions necessary to a free market 
restored, and provide the people with the 
full advantage of competition. 

Mr. Queeny looks with favor on a na- 
tional incorporation law, but not the type 
advocated in the final report of the 
T.N.E.C., which he describes as a meas- 
ure to control business through another 
and super commission. He goes into de- 
tail concerning the provisions of a na- 
tional incorporation law which he would 
approve. 

The author goes into the tax situation 
and states that income tax rates must be 
reduced drastically in order to promote 
investment by making risking of capital 
worth while. Repeal the capital gains 
tax, he urges. 

The book is a rebuttal of the implication 
that all businessmen or all labor leaders 
are ogres. It is written in a philosophical 
spirit which gives its conclusions and its 
pleas weight. It is a book which business- 
men should know by heart. 





Is Your “Controller” Late? 

If your copy of THE CONTROLLER 4f- 
rives late, please bear in mind that fre- 
quent, unforeseen delays are part of the | 
wartime transportation system. THE CON- 
TROLLER is printed and mailed on 4 
schedule that should reach all subscribers 
within the United States during the first 
week of the month. It shall be our hope 
that this schedule can be met for the large 
majority, if not all, of our issues “for the 
duration.” —Tue Epitors. 
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employers the services of its staff which has 
had many years of experience in this highly 


specialized field. 


“The Farsighted Employer’ 


Our booklet entitled “The Farsighted Em- 
ployer” has been prepared for employers who 


are interested in Employee Benefit Plans. 


Copies are available to employers upon request. 


PENSION CORPORATION OF AMERICA 


20 PINE STREET NEW YORK 
HAnover 2-4443 


— SS 
Pp * » 
ension Corporation 
8 
of America 
advises and assists employers in all industries 
in formulating and installing the Pension Plan 
best suited to meet their individual require- 
ments. It places at the disposal of interested 
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Institute's Members Study 
TFR-500 


Form TFR-500, concerning the cen- 
sus of American owned property in for- 
eign countries, received a thorough analy- 
sis at a special luncheon meeting of the 
New York City Control of The Institute 
on August 10th, in the Hotel Shelton, 
when three representatives of the United 
States Treasury, and an official of the Fed- 
eral Reserve Bank of New York, met with 
approximately 150 members of the Con- 
trol and their guests in a two hour ques- 
tion and answer session. 

As mentioned in the August issue of 
THE CONTROLLER, in connection with 
the article by Mr. Leon Kipnis on this 
subject, the time for filing reports was ex- 
tended in July from August 1, to Novem- 
ber 1. 

The Control's guests, who were intro- 
duced by Mr. Vincent C. Ross, Treasurer 
of Prentice-Hall and President of the New 
York City Control, were Mr. Elting Ar- 
nold, an attorney on the General Counsel’s 
staff of the Treasury Department; Mr. 
Paul D. Dickens, a Treasury authority on 
American investments in foreign coun- 
tries; Mr. Richard H. Hughes, Chief Ac- 
countant of the Foreign Funds Control 
Division of the Treasury Department; 
and Mr. Harding Cowan, Special Attor- 
ney, Foreign Funds Control, Federal Re- 
serve Bank of New York. 

Among the many questions and answers 
brought out in the meeting, the follow- 
ing selection is deemed pertinent to the 
interest of many companies. Further de- 
tails are available from the various Fed- 
eral Reserve Banks and Branch Banks and 





ASSISTANT 
COMPTROLLER 


A young man with broad corporate ac- 
counting experience and education to 
train for executive position with a large, 
well established and expanding national 
service organization located in New York 
City. State age, education, experience and 
salary earned. 


159 East 34th Street, 
N.Y. ©. 16 


Box 414, 


Persons now in war or essential work 
not accepted without availability statement. 





a special pamphlet, of which some copies 
were distributed at the meeting, which 
covers other questions and answers te- 
garding Form TFR-500 is available for 
ten cents from the Foreign Exchange 
Committee, Room 335, 35 Nassau Street, 
New York, 15, New York. This pamphlet 
was prepared after consultation with the 
Treasury Department and is a reprint of 
material published in the August 10th 
issue of the ‘American Banker.” 


QUESTIONS AND ANSWERS 


Q. “It would seem that with reference to 
intercompany accounts receivable on the books 
of the reporting company, they should be re- 
ported under part C on line 7 of the Schedule 
1, and that a receivable on the books of the for- 
eign organization should be reported under 
Part D on line 3. That is referring, of course, 
to the series C report on allied foreign organi- 
zations. 

“However, in Public Circular No. 22, the 
instruction reads: Intercompany notes, advances 
and accounts due from the foreign organiza- 
tion to the reporter shall be shown in this 
part and not in Part C. Is this not in contra- 
diction with the instruction under Part D?” 


Mr. HucGues: That is a contradiction, due to 
a typographical error, one which was compara- 
tively easy to spot in actually using the instruc- 
tions but one that was very easy to pass in 
reading proof. That should read, of course, 
payable to the foreign organization from the 
reporter. 


Q.: “A person owns a royalty interest with 
respect to property in a South American coun- 
try which he would report under Type 25, 
Class F, on Series B Form. In accordance with 
Section IX-D-6 of Treasury Circular No. 22, 
he would enter the price paid for the royaltv 
as the cost or face value thereof. What would 
he enter as the book, market or estimated 
value? Would it be the original price paid, 
reduced by the amount of depletion? 


Mr. ARNOLD: Well, it seems to me that in 
calling for market or estimated value, the cir- 
cular is to be taken literally. If the person. re- 
porting believes that the original price reduced 
by depletion is a fair measure of the market 
or estimated value, he may use that figure; but 
if he has reason to think that the property is 
not as valuable as its cost might have indicated, 
he probably should give a lower figure. I 
think it is impossible to make a categorical 
answer, but if the reporter has no reason to 
believe that the cost, less depletion, is an un- 
fair measure of the value, he can certainly 
enter it as the market or estimated value. 


Q.: “Are we required to list the details of 
accounts receivable by name and date of in- 
voice or draft on the reverse side of the Series 
B Form?” 


Mr. HuGuHEs: All accounts receivable are to 
be reported in total for each jurisdiction on 
the B Form. On the back, we ask for the name 
and amount only where an individual account 
had a balance of over $10,000. That, I think, 
will relieve the minds of a great many. It is 
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only $10,000 for an individual account which 
must be reported in detail on the B Form, 


Q.: “We have had peseta account paid into 
Spanish banks to our credit prior to 1936 and 
blocked since. These have been listed with the 
Committee of the Foreign Trade Council for 
negotiation. There now seems to be a possibil. 
ity that a fair portion of the amount will be 
paid in dollars in a reasonable time. Should 
these accounts be reported by us, the Council 
or both?” 


Mr. HuGHEs: I am not familiar with the 
Foreign Trade Council’s position in that mat. 
ter, but to the best of my knowledge they have 
not taken title to those balances. The title in 
those balances still lies with the American 
company. If such is the case, the people who 
should report are the true owners of those 
balances, not the Council. 


Q.: “We have a credit on our books for 
some $800 commission for an American citi. 
zen sales representative in Manila, now in 
enemy hands. Is this to be reported?” 


Mr. HuGHEs: An item of that type is not 
reportable in this census. That is property in 
the United States of a person in a blocked 
area which was covered by Form TFR-300, 
This is a census of what Americans own. in 
foreign countries and, therefore, this type of 
thing is not included. 


Q.: “Under earlier TFR’s it was necessary 
to report each sales agency arrangement in 
foreign countries, commission or otherwise, 
even where no value could be determined. Is 
this now required under TFR-500?” 


Mr. ARNOLD: I believe the most satisfactory 
method of proceeding with that question will 
simply be to read you a portion of the cir. 
cular. 

Property Type 32 on page 13 applies to 
“certain contracts.” Subtype (a) is contracts 
allocating, restricting or otherwise determining 
the production, marketing or pricing of goods 
or services. 

The exclusion from that type is the signif- 
cant thing in this connection. The property type 
does not include “contracts, the primary pur- 
pose of which was to constitute one of the 
parties an agent or representative for the sale 
of goods supplied by the other party”—so that 
an ordinary sales agency contract is not te 
portable at all. Of course, if the person hav- 
ing the contract—that is the American per- 
son—had receivables from his foreign agent, 
he is under an obligation to report the receiv- 
ables, but not the contract itself. 

There may be certain cases possibly where 
a sales arrangement is embodied in the terms 
of a more general contract, and in such cit 
cumstances reports might be required, but as 
suming you are dealing with a mere sales con- 
tract, no report is required. 


Q.: “Shipments of merchandise consigned 
to the Philippine Islands at time of enemy at- 
tack were diverted to Australia, eventually sold 
there and payment received here about two 
months ago. Are these to be reported? And, 
if so, how?” 


Mr. Hucues: By the dating, there is some 
question as to whether there is any foreign 
property there at all, because conceivably the 
payment was received after May 31, 1943, m 
which case there is no reportable foreign prop- 
erty. 

However, assuming that at May 31st the 
payment had not yet been received, the shipper 
would have an account receivable from the 
person in Australia who had taken over those 
goods, whoever had made the sale and owed 
him the money. Again, you have to depend 
upon. the individual situation as to exactly 


(Please turn to page 418) 
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who in the chain is to report; whether it is 
the bank which is holding the shipping docu- 
ment or whether it is the company itself is a 
question to be determined by the title—where 
the title lay at May 31, 1943. 


The question has been raised that many peo- 
ple are giving up in despair on the TFR-500 
and failing to file either proper reports or any 
reports at all. Now I would like to say, al- 
though I was not going to make any special re- 
marks, that the purpose of this census is not to 
add something more to your problems. There 
are very definite problems all over the world in 
which your Government is interested, Your Gov- 
ernment needs this census information. The 
armed forces and the reoccupation authorities 
must be in a position to know something about 
any area, both before they move in and imme- 
diately thereafter. The Foreign Funds Con- 
trol must have all the available economic in- 
formation for any area before it can draw 
any conclusions as to the proper steps to be 
taken in future relationships. The Govern- 
ment as a whole must have this information 
for the eventual peace table discussions. 

Other governments, others of the major 
governments, that is, have collected informa- 
tion similar to this and they did that about 
the time the war broke out. Obviously, we 
can’t ask the representatives of the United 
States, your own representatives, to go to any 
peace table or any post-war settlement discus- 
sions without some kind of information to 
back them up. This is not part of any prear- 
ranged plan, therefore. You can’t have a plan 
until you have facts. This is an attempt to 
gather the facts which are necessary for the 
prosecution of the war and for meeting of 
the post-war problems which we know we are 
going to have. Therefore, I hope that we won't 
have any of these people who are so confused 
they are not going to file at all. They are work- 
ing against their own interests if they do 
that. 

We realize that there are a great many 
problems which come up from these forms, 
and to that end the Federal Reserve Bank of 
New York has a competent staff who are 
working full time on it. They are there at 
any time, they will answer your questions by 
telephone, they will answer them by letter, or 
if you care to come personally, they will look 
over your problem and help you the best that 
they can. If the question is of a highly un- 
usual type which requires further elucidation, 
they will forward it to us and we will see 
what we can do about it. 


Manpower Conference 


A conference on manpower stabilization will 
be held at the Hotel Pennsylvania, New York, 
September 28-30, under the auspices of the 
American Management Association. WLB and 
WMC policies, postwar reemployment, — ab- 





“We must beware of trying to 
build a society in which nobody 
counts for anything except a 
politician or an official, a society 
where enterprise gains no re- 
ward, and thrift no privileges.” 
—Prime Minister 
Winston Churchill 











senteeism and employe turnover, future wage 
levels, and selection of supervisors are some 
of the topics to be considered. 


Claiming Tax Relief 
Under Section 722 


Practical methods for determining whether 
there are any grounds for claiming excess 
profits tax relief under Section 722, and for 
reaching conclusions as to how much relief 
can be obtained, are discussed in a construc- 
tive article in the August issue of “The 
Journal of Accountancy” by Mr. Paul D. 
Seghers, a Certified Public Accountant of 
New York and Illinois, and founder and 
past president of the Federal Tax Forum. 

Mr. Seghers stresses the importance of 
analyzing the facts, establishing trends and 
reconstructing the normal income. His arti- 
cle includes a series of five charts prepared 
in connection with relief claims. The charts, 
he declares, afford “great assistance in ac- 
complishing three vital steps in the prepara- 
tion of Section 722 claims.” 

The first step is concerned with the use of 
graphic methods as a means of studying the 
facts about the history of business, either 
favorable or unfavorable. 

Secondly, Mr. Seghers has found graphic 
charts more effective than many pages of 
text in presenting such facts in the state- 
ment that is required to be submitted with 
the claim on form 991. 

Thirdly, Mr. Seghers says that “in reaching 
and presenting your conclusions as to the 
probable amount of normal income for the 
taxable year, you have to deal with facts as 
they existed on December 31, 1939. With 
only one exception, included in Section 722 
for the benefit of newspaper publishers, you 
are not permitted to consider facts that oc- 
curred after December 31, 1939. That does 
not mean that you cannot take into considera- 
tion increased facilities resulting from a com- 
mitment existing on December 31, 1939, but 
you must have that condition existing as a 
fact on or before that date. 

“For example, the corporation may not 
have had certain machinery or other facili- 
ties on that date, but you must have some 
evidence that before January 1, 1940, it was 
at least committed to a course of action in- 
volving the acquisition of such facilities. The 
use of ratio charts in cases involving these 
facts will be found very helpful. Taking 
into consideration only the facts that you 
can show were in existence, including poten- 
tial earning capacity, capacity for which the 
corporation had planned and to which it was 
committed, you will find the use of charts 
of invaluable assistance in projecting for- 
ward a forecast of what your normal income 
would have been on the basis of the estab- 
lished trend of growth. In establishing such 
a trend and in forecasting the income for 
each of the years subsequent to December 
31, 1939, ratio charts provide an_ ideal 
method.” 

Reprints of the full article are available 
without cost from Mr. Seghers, at 295 Madi- 
son Avenue, New York, New York. 


Post-War Domestic Economy 
Broadcasts Scheduled 


How we can work now to build a more 
prosperous America with higher living stand- 
ards for us all when victory is won will be 
discussed on the Fall broadcasts of NBC's 
striking series “For This We Fight.” Every 
Saturday night from September 4th through 
November 27th, from 7:00-7:30 P.M. EWT, 
NBC’s Inter-American University of the Air, 
in cooperation with the Twentieth Century 
Fund and the Commission to Study the Organi- 


The Controller, September, 1943 


zation of Peace, will present Outstandin 
American authorities to talk over their iden 
with the radio audience on the major postwar 
issues we face here at home. 

How can we achieve full use of our pro- 
duction resources? Can we have higher living 
standards? What can be done to provide post. 
war jobs for every American who is able and 
willing to work? How can we improve hoys. 
ing, education, the distribution of goods from 
producer to consumer, health facilities? What 
are business and labor planning to provide 
postwar jobs? Will American faimers face 
postwar depression? 

These are a few of the questions that will 
be considered on “For This We Fight’ pro. 
gtams. Among speakers already scheduled are 
Philip Murray, President of the CIO; Paul G, 
Hoffman, Chairman of the Committee for Eo. 
nomic Development; Norman Bel Geddes, 
noted designer; Major General Philip B. 
Fleming, Federal Works Administrator; A, 
Philip Randolph, President of the International 
Brotherhood of Sleeping Car Porters; Marriner 
S. Eccles, Chairman of the Board of Governors 
of the Federal Reserve System; Helen Hall, 
Chairman of the Consumers’ National Federa- 
tion; and many others. Each program will fea. 
ture brief statements by three or four dis. 
tinguished speakers, followed by informal dis. 
cussion based on questions sent in from the 
radio audience. 


Prompt Reimbursement for 
Cancellation Loss 


What is described by many as the first as- 
sertion by a responsible official regarding 
the War Department’s attitude toward war 
contract cancellations, was the assurance 
given by Major General C. L. Corbin, Di- 
rector of Procurement, Office of the Quarter- 
master General, on August 12 in Washing- 
ton, D. C., that “prompt reimbursement” for 
any loss by contractors as a result of con- 
tract cancellation was definitely part of the 
policy of the War Department. 

Reporting the announcement, the “New 
York Times” said that General Corbin, meet- 
ing with members of the Woolen and 
Worsted Manufacturers Advisory Committee 
of the War Production Board, told the group 
that procurement of blankets and woolen 
fabrics for Army use would be substantially 
reduced in the coming year. At the same time 
he assured the. group that no cancellation of 
existing contracts were contemplated unless 
unforeseen circumstances, such as a sudden 
termination of hostilities, made a different 
course advisable. 

In the event that contracts are cancelled, 
either partially or in full, the report added, 
the present policy of the War Department 
is to provide prompt payment to the con- 
tractor for any loss. It was indicated that 
where goods to be made under a cancelled 
contract were in process of being manufac. 
tured the goods would either be completed 
and purchased by the Government for ulti- 
mate disposal through other channels, ot 
the contractor would be reimbursed for any 
loss suffered as a result of the cancellation. 

It is the policy of the department, Gen- 
eral Corbin added, to act energetically in 
making prompt settlement of claims arising 
out of deferments in deliveries and cancel- 
lations of contracts. 

This policy, he said, also provides that 
subcontractors (such as producers of wool 
tops and yarns) file claims of loss resulting 
from cancelled contracts with their prime 
contractor. In other words, the Army w! 
negotiate directly with the prime contractot 
on contract cancellations under the same Ppf0- 
cedure as was followed when the contract 
was originally awarded. 
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Better Office Methods Should 
Be Subject of Research 


A member of The Institute, Mr. Wayland 
s, Bowser, Comptroller of Blaw-Knox Com- 
pany, Pittsburgh, addressed the recent 24th 
Annual Conference of the National Office 
Management Association in Detroit, on the 
subject, “The Why and How of Methods 
Improvement.” ‘ 

“Based on my experience,’ Mr. Bowser said, 
“| should say that the lag between improve- 
ment in production methods and improve- 
ment in office methods has been caused by 
the development of scientific research meth- 
ods in the shop and the lack of a scientific 
approach in the office. Year in and year out 
you can afford to spend an amount equal to 
2 per cent. of your office salaries in a con- 
stant search for better methods. It will pay 
handsome dividends if its spending is well 
planned. 

“In the second place you must have a 
methods research organization. I'll grant that 
some improvement will come from time to 
time from the suggestions of the clerks or 
the office boy. I'll admit that many good 
production ideas have come recently from 
the workmen in the shops. All credit should 
be given for them. But I submit that the 
company which depends on its workmen for 
development of new products and produc- 
tion methods, can’t possibly compete with 
the competitor who aggressively works for 
that improvement through a scientific re- 
search organization. Research in any line is 
a man’s sized job and should be treated as 
such. And that goes for office methods. 
“The size of the research staff must fit the 
size of the overall office organization, tak- 
ing into consideration the number of loca- 
tions to be covered and their size. 

"The methods research staff, therefore, 
should consist of one or more individuals 
who have a background of training in one 
or more, or all, of the skills which are re- 
quired in methods work. The small company 
which depends on a single individual for 
methods improvement must have a man who 
is skilled in all phases. The large company, 
which can afford and needs a larger group, 
can use people of different skills, who fit 
into the different operations in methods re- 
search, 

“Let me describe these functions, or steps. 
They are: 


“1. Planning and scheduling the studies to 
be undertaken. This is the job of the office 
manager or supervisor of the methods staff. 

"2. Surveying the system in use. This work 
is performed by procedure analysts. 

"3. Designing improved methods. For 
this work skilled procedure designers are re- 
quired, 

"4, Assisting in the installation of new 
methods. Both procedure analysts and pro- 
cedure designers join in this work, or in a 
very large organization an installation crew 
can be developed. 

“5. Preparation of the procedure manual. 
A person skilled in accurate use of the Eng- 
lish language is invaluable. 

“6. Handling methods emergencies. Peo- 
ple of the grade of the procedure designers 
should be kept available for the emergency 
work which is constantly putting in an ap- 
pearance, 


“Don’t expect the same methods men to 
handle the emergencies and also a planned 
and scheduled program. They can’t do a sys- 
tematic methods research job if they are in- 
tetrupted by every emergency that comes 
along. A good trouble shooter to handle the 
fmergencies is invaluable and absolutely 
necessary if the methods program is to pro- 
Bess systematically.” 
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Your Questions About 
PENSION TRUSTS 
Are Answered in This Book 


You will find this reference book handy to have if you are 
thinking about adopting a Pension Trust. These are some of 
the questions answered. 


HOW is a pension trust plan created? 

WHY are individual policies preferable to any other type of 
Pension Trust Plan? 

WHERE can I find the rules for qualification of a pension trust 
for tax benefits under the 1942 Revenue Act? 

WHEN is the best time to adopt a pension trust? 

WHO are adopting pension trust plans for employees today? 


WHAT would be the probable cost of such a plan for my 
business? 


Our company has established Pension ‘Trusts for a great many 
organizations of all types, large and small. This wide experi- 
ence, plus expert knowledge, has been combined in the prep- 
aration of this book. 

Ask us for a free copy! 


THE CONNECTICUT MUTUAL LIFE 
INSURANCE COMPANY . HARTFORD 


THE CONNECTICUT MUTUAL 

LIFE INSURANCE COMPANY 

Hartford, Connecticut 

Please send me a copy of your book, “The Pension Trust”, without charge or 
obligation. 


TE ee irae 4 Oech Wda And das abee taps CK0d+s ORL Eee 














News of 
Local Controls 











Dayton Control Plans Program 


Plans for the new year were discussed at 
meetings of the Board of Directors of the 
Dayton Control held on August 11 and July 
28. A number of local members of The In- 
stitute are planning to attend the 12th An- 
nual Meeting in New York, September 19-22. 


Summer Meeting of Buffalo Control 


The Buffalo Control met on August 3 at the 
Buffalo Athletic Club. It was an informal 
meeting consisting of what the members term 
a “General Worry Session,’’ during which a 
number of current problems were brought up. 


Pittsburgh Control Director 
Inadvertently omitted from the list of Di- 
rectors of the Pittsburgh Control, published in 
THE CONTROLLER for August, was the name 
of Mr. M. M. Schratz of the Aluminum Com- 
pany of America, Pittsburgh, Pennsylvania. 


Indianapolis Report Complete 

Compliments are in order for Mr. C. R. 
Israel of the Aero Mayflower Transit Com- 
pany, whose report as retiring president of the 
Indianapolis Control of The Institute, for the 
fiscal year 1942-1943, is ‘‘a model of perfec- 
tion.” Encompassing twelve mimeographed 
pages, it listed the directory of members as 
of July 1, 1943; retiring and incoming officers 
of the Control; a concise report of the presi- 
dent as to the Control’s activities during the 
year; the report of the Program Committee, 
supplemented by a full list of programs in 
previous years; the report of the Membership 
Committee, the attendance record for each 
meeting from September 1942 through May 
1943; and finally the Treasurer’s Report which 
reveals a balance on hand and on deposit 
somewhat larger than the balance the year be- 
fore, despite a most active and beneficial year 
for the members of the Control. 


Cincinnati Control’s Program for 1943-1944 

The Cincinnati Control has announced the 
subjects for seven of its meetings for the com- 
ing season, opening with September. The Con- 
trol meets on the second Tuesday of each 
month. The subjects: 


September 1943—“Wage and Salary Stabiliza- 
tion” 

October 1943—"Appraisals and Insurance” 

November 1943—"Information, Please” 

December 1943—'‘Federal Taxes” 

January 1944—“The Nature, Frequency, and 
Significance of Economic Cycles” 

February 1944—“Pension Trusts and Profit- 
sharing Plans” 

March 1944—"Can a Managed Economy or a 
Free Economy Better Serve the Social Inter- 
ests of the Nation” 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 











The eighth meeting of the season will be an 
inspection trip through the offices of a Cin- 
cinnati Company for the purpose of inspecting 
office equipment. 

The ninth meeting will be the Annual Din- 
ner, in May of 1944, and the last meeting will 
be an outing in June. 

The Chairman of the Program Committee 
of the Cincinnati Control is Mr. Ralph W. 
Miller. 


Boston Control Directors Meet 


The regular monthly meeting of the Board 
of Directors of the Boston Control was held 
at the University Club on August 24. At the 
July meeting of the Board, Mr. George 
Onody, Naumkeag Steam Cotton Company, 
Salem, Massachusetts, was elected to mem- 
bership in the Boston Control. Meetings 
of the Control will be held on the fourth 
Tuesday of each month, but with the Sep- 
tember meeting on the 16th. The October 
26 meeting will be held in Worcester. 





EASY WAY TO MAKE 
50 CENTS 


New readers of ‘The Con- 
troller’ are anxious to com- 
plete a file of copies of the 
magazine and are short these 
copies: April 1943, May 1943. 

The publishers of the maga- 
zine are unable to supply these 
copies and will be glad to re- 
ceive any or all of these copies 
from members of The Control- 
lers Institute, or other readers 
of the magazine who will be 
willing to part with them at the 
regular rate of $.50 a copy. 





PERSONAL NOTES 


Mr. S. B. Berg, secretary and comptroller 
of the Cherry-Burrell Corporation, of Chicago, 
was chosen a member of the Executive Com- 
mittee of the company at the July 16 meeting 
of the Board of Directors. Mr. Berg has been 
a member of Controllers Institute of America 
since September 14, 1934. He is affiliated with 
the Chicago Control and holds membership 
certificate number 312. 








Mr. Edwin C. Corson has been named Con- 
troller of American Smelting & Refining Com- 
pany, to succeed Mr. Hamrick, who died on 
July 9, 1943. Mr. Corson has been with the 
company more than twenty-five years. He was 
assistant treasurer for twelve years, and as- 
sistant controller for fifteen years. He was 
elected a member of The Institute on Decem- 
ber 28, 1936, and holds certificate number 864. 


Mr. Clayton J. Herman, formerly controller 
of Sibley, Lindsay & Curr Company, of Roch- 
ester, is now a colonel in the Infantry Forces 
of the United States, at the Forward Echelon, 
Headquarters Ninth Service Command, Presidio 
of San Francisco, California. 


Mr. William L. Clark of Buffalo Electric 
Company, Inc., was elected recently director 
and treasurer of that company, to succeed the 
late Mr. M. J. Diebolt. Mr. Clark was formerly 
controller of the Merchants Mutual Casualty 
Company. He has been a member of The Con- 
trollers Institute of America since December 
30, 1937, and his membership certificate num- 
ber is 1,095. 
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Mr. M. L. Jarboe, a member of The Jp. 
stitute, has been advanced from Secretary and 
Controller to Vice-President in charge of 
Finance and Accounts of the Diamond Alkal; 
Company, Pittsburgh. He will continue in 
his post as Secretary. Other appointments 
announced by President J. T. Richards in- 
clude: Mr. W. T. Homer, Controller, sue. 
ceeding Mr. Jarboe in that capacity; and Mr 
W. A. Crichley, Assistant Controller, sye. 
ceeding Mr. Homer. 





Positions Wanted 











Secretary, Controller or Assistant 


Experienced corporate executive, American. 
born, married, draft-exempt and in sound 
health, desires a permanent position with a 
business enterprise located in the Chicago area 
and having good postwar possibilities. Back. 
ground: industrial organization and direction, 
control and analytical accounting, finance, sys- 
tems, office and personnel management. Train- 
ing: University School of Commerce and Law 
School graduate. Address Box Number 41), 
THE CONTROLLER. 


Controller and Executive 


A member of The Controllers Institute, now 
employed. Seeks permanent connection. Has 
20 years’ diversified experience in accounting 
and cost accounting, finance, budgetary control 
and general administrative problems, in ma- 
chinery, small tools and precision metal parts 
manufacturing. Age 45, married and prefers 
Middle Atlantic States location. Salary te- 
— about $12,000 depending upon other 
actors. Available at once. Address Box No. 
413, “The Controller.” 


Available: Controller, Assistant 
Controller or Assistant Treasurer 


New York C.P.A. desires opportunity in 
above capacity with established business. Ex- 
perience in all phases of accounting, cost, taxes 
and finance. Age 41, Christian, draft exempt, 
university trained. No preference as to loca- 
tion. Salary commensurate with responsibility. 
Address Box No. 408, “The Controller.” 


Accounting-Tax Executive 
Now Available 


If your company has a pressing need for the 
services of a thoroughly seasoned accounting 
and tax executive (C.P.A.), this man’s quali- 
fications should be of more than usual interest. 
His 15 years’ experience in administrative posi- 
tions with public accounting and industrial 
firms has equipped him for the responsibilities 
of Controller, Treasurer, Tax Accountant of 
Accounting Executive. He not only has 4 
thorough knowledge of modern accounting 
practices, but a complete understanding of the 
current importance of effective control of ac 
counting, tax, budget, systems and_ financial 
operations in the conduct of amy business. AS 
an administrator and organizer, and in the se 
lection and training of competent accounting 
personnel, he has been outstandingly success- 
ful. Will you grant him an interview in yout 
part of the country? Address Box Number 
340, “The Controller.” 





APPRAISALS 
Made by qualified experts in all lines 
STANDARD APPRAISAL CO. 


6 CHURCH ST. 
NEW YORK 


ATLANTA 
CHICAGO 
DETROIT 


BOSTON 
PHILADELPHIA 
PITTSBURGH 

















